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Mission of the Service

Provide America’s taxpayers top quality service by help-
ing them understand and meet their tax responsibilities

Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents are consolidated semiannually into
Cumulative Bulletins, which are sold on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

and by applying the tax law with integrity and fairness to
all.

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury's Office of the
Assistant Secretary (Enforcement).

Part IV.—Items of General Interest.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a semiannual basis,
and are published in the first Bulletin of the succeeding semi-
annual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.






Part |. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 1502.—Regulations The collection of information in this Books or records relating to a collec-
regulation is in §1.1502—-21(b)(3). Thistion of information must be retained as
26 CFR 1.1502-21: Net operating losses. information is required to ensure that atong as their contents may become mater-

election to relinquish a carryback periodal in the administration of any internal

T.D. 8823 is properly documented, and will be usedevenue law. Generally, tax returns and

DEPARTMENT OF THE TREASURY for that purpose. The collection of infor-tax return information are confidential, as
mation is required to obtain a benefit (rerequired by 26 U.S.C. 6103.

Internal Revenue Service lating to the carryover of losses which

would otherwise be carried back). Thé&ackground and Explanation of
26 CFR Parts 1, 301, and 602 likely respondents are consolidated ™VISIons

Consolidated Returns— groups. _ _ On February 4, 1991, the Treasury and
Limitations on the Use of Comments on the collection of infor-ye |RS issued three notices of proposed
Certain Losses and Deductions 1 2non should be sent to tiffice of * ryjemaking, CO-132-87 (56 F.R. 4194
Ma.nagement and BudgetAttn. Desk [1991_1 C.B. 728]), CO-077-90 (56 ER.
AGENCY: Internal Revenue ServiceOfficer for the Department of the Trea-4183 [1991-1 C.B. 749]), and CO-078—
(IRS), Treasury. sury, Office of Information and Regula-gq (56 F.R. 4228 [1991-1 C.B. 757]), set-
tory Affairs, Washington, DC 20503, with inq forth amendments to the rules regard-
ACTION: Final and temporary regula-copies to thénternal Revenue Service, g net operating losses, built-in deduc-
tions. gtFt’nFSITZISD '\Q/Vep?l_rtstC|e"E‘)ré‘”200622(31ffger’tions, and capital losses of consolidated
:FS:FP, Washington, . Coms :
SUMMARY: This document contains ments on the collection of information-grOUpS' Those proposed regulations aiso

. : ! : _ included rules regarding the carryover
final regulations regarding certain deducshould be received by August 31, 1999. and carryback of losses to consolidated

tions and losses, including built-in deduc- Comments are specifically requeste?letum years and separate return years, and
tions and losses, of members who join goncerning: Whether the collection of in{jes regarding the application of section
consolidated group. The regulations proformation is necessary for the proper pe
vide rules for computing the limitation formance of the functions of theternal
with respect to separate return limitatiorRevenue Servicgincluding whether the regarding the three sets of proposed regu-
year (SRLY) losses, and the carryover ghformation will have practical utility;  |4tions was held on April 8, 1991
carryback of losses to consolidated and The accuracy of the estimated burden On June 27, 1996, the 'Ilreasu}y and the

separate return years. The regulationgssociated with the collection of informa
also eliminate the application of thetjon (see below);

. T . ding the separate return limitation year
SRLY rules in certain circumstances Iy . e . gar T
ow the quality, utility, and clarity of the

which the rules of section 382 of the In- W qualty, utiity, ity (SRLY) limitation (T.D. 8677, 61 F.R.

information to be collected may be ens _ R
ternal Revenue Code also apply. y 33321 [1996-2 C.B. 119]). These regula

382 and 383 by consolidated groups and
by controlled groups. A public hearing

1RS published temporary regulations re-

hanced, ' . tions were substantially identical to the
DATES: Effective DatesThese regula- oW the burden of complying with theproposed regulations. A notice of pro-
tions are effective June 25, 1999. collection of information may be mini- posed rulemaking cross-referencing the

Applicability Dates:For dates of ap- MiZed. including through the applicationemporary regulations, the 1996 proposed
plicability, see the “Dates of Applicabil- ©f @utomated collection techniques OBRLY regulations, was published in the
ity” portion of this preamble. other forms of information technology;Federal Registeron the same day (CO-

and 024-96, 61 F.R. 33393 [1996-2 C.B.
FOR FURTHER INFORMATION CON- Estimates of capital or start-up costs angl37]), and the proposed regulations pub-
TACT: Jeffrey L. Vogel, or Marie Milnes- costs of operation, maintenance, and pufished in 1991 were withdrawn. The
Vasquez at (202) 622-7770 (not a toll-fre€hase of service to provide information. Treasury and the IRS also published tem-
number). Estimated total annual reporting burdenyorary regulations (T.D. 8678, 61 F.R.

2,000 hours. 33335 [1996-2 C.B. 134]) setting forth
SUPPLEMENTARY INFORMATION:  Estimated average annual burden houfgles regarding the application of section

. er respondent: 15 minutes. Estimate ili i
Paperwork Reduction Act p p 932 to affiliated groups of corporations

number of respondents: 8,000, filing consolidated returns, and controlled
The collection of information in this Estimated annual frequency of responsegioup losses (T.D. 8679, 61 F.R. 33313
final rule has been reviewed and, pendingn 0ccasion. [1996-2 C.B. 25]). Notices of proposed

receipt and evaluation of public com- An agency may not conduct or sponsorulemaking cross-referencing these tem-
ments, approved by the Office of Man-and a person is not required to respormbrary regulations were published on the
agement and Budget (OMB) under 440, a collection of information unless itsame day (CO-026-96, 61 F.R. 33391
U.S.C. 3507 and assigned control numbelisplays a valid control number assignefll996-2 C.B. 440] and CO-025-96, 61
1545-1237. by the Office of Management and Budget-.R. 33395 [1996-2 C.B. 439]), and the
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earlier proposed regulations published ifrom the year-by-year approach. Th&omments
1991 were withdrawn. prior SRLY regulations based the limita- i )

On August 10, 1998, the Treasury antion on the SRLY member’s annual con- Comments were received in response
the IRS issued Notice 98—38 (1998—3mibution to the group’s consolidated tax{© the 1991 proposed regulations, the
I.R.B. 4). The Notice requested comable income. The SRLY limitation was1996 temporary regulations and Notice
ments about the advisability of adoptingomputed by taking the difference be$8-38. Some comments addressed
rules that would replace the existingween the group's consolidated taxable in¥hether the SRLY rules should be re-
SRLY rules with an approach modeled ogome “with” the SRLY member and tained. Other comments addressed issues
section 382. “without” the SRLY member. This re- about the technical operation of the pro-

As companions to this Treasury decisulted in certain anomalies. For examplep,osed rules. _
SiOI’], which adOptS the 1996 proposeﬂ a SRLY member produced income in a. A” Of the CommentS'Wel’e evaluated in
SRLY regulations with certain revisionstax year but the group as a whole did ndtnalizing these regulations. Several sug-
and modifications, the Treasury and th&ave income, the SRLY loss could not bgestions were adopted while others were
IRS are also issuing final regulations reabsorbed in that year. Because the merfiot. This preamble describes some of the
Iating to the application of sections 382)6!"3 contribution to income was not CardeCISIOIHS that were made in flnallzmg the
and 383 by members of consolidated arfded over to later years, the SRLY lossegegulations.
controlled groups. See T.D. 8824 on pag@ls0 could not be absorbed in a later yean, .. oo hon copiy
62, and T.D. 8825, 1999-28 |.R.B. 3.  unless the member also contributed to the

On January 12, 1998, the Treasury an@foup’s taxable income in that year. The preliminary issue considered in fi-
IRS issued temporary and proposed regu- 1he cumulative register, rather thamgajizing these regulations was the extent, if
lations governing the use of tax credits ofoking to a member’s contribution for theany, to which the SRLY rules should be re-
a consolidated group and its memberear, includes in the limitation computatained. The comments were divided about
(T.D. 8751, 63 F.R. 1740 [1998-10 |.R.Blion & member’s complete income histornyyhether to retain or eliminate SRLY.
23]). The Treasury and IRS intend to fi\While it is a member of a consolidatedsome commentators asserted that the
nalize those regulations at a later date. 9r0up- The cumulative register is deteramendment to section 382 in 1986 ade-

_ mined by aggregating a member’s net conyyately addressed Congressional concerns
Operation of the Proposed and tribution of income in excess of losses abr‘egarding loss trafficking. Therefore, it

Temporary Regulations sorbed during the entire period thg, ;¢ argued, the SRLY rules should be

or a member is positive, that member’

SRLY regulations in fimiting a consoll- spLy net operating losses can be absasily avoided. Other commentators as-
dated group's use of atiributes arising Borped in a consolidated return year (P%erted that the SRLY rules should be re-
or attributable to a SRLY, but altered thgiged the group otherwise has taxable in-

. . T . "ained because in their view, policing loss
manner in which the limitation is cOM-¢ome) even though the member might Nafficking is incidental to SRL\P’S fungcion
puted. While the pre-1991 regulations deyaye contributed to taxable income in thays resolving a single entity/separate entity

termined the limitation s_eparately foryear_ On the other hand, if the cumulativ onflict in applying the consolidated return
each member (fragmentation), and undgggister is negative, the absorption O§egulations A third group suggested a
a year-by-year approach, the proposegdsses is precluded even though the mem= o posifion by urging the elimination

regulations introduced two new concepisser might have contributed to taxable IN“< SRLY onlv in those circumstances in
subgrouping and the cumulative register.come in that consolidated return year. y

Subgrouping was added because frag- Much of the complexity of the SRLY which the rules of section 382 also apply.

mentation is in many ways inconsistenyles results from the subgroup and cumysrguments for Elimination of SRLY
with the single entity approach to the usgative register concepts. In fact, the pre-
of losses under the consolidated returamble to the proposed SRLY regulations Some commentators urged elimination

regulations. For example, if an entiregcknowledged that the subgrouping apef the SRLY rules (either in whole or in
consolidated group were acquired by arproach was more complex than the fragPart) because, in their view, section 382
other group, under the fragmentation apmentation approach and solicited comprovides sufficient protection against loss
proach, none of the losses of a formements about whether the benefitgrafficking transactions. They asserted
member of the target group could be usgstovided by subgrouping outweigh andhat the rules of section 382 provide
to offset income of another former memjustify the additional burdens requiredgreater precision and predictability about
ber of the target group. However, had nand whether the fragmentation approacthe consequences of a transfer of tax
acquisition occurred, those losses coulshould be retained. 1991-1 C.B. 759. NWwsses, and that section 382 promotes neu-
have been used to offset income withicomments received in response to this rérality between a buyer and seller of tax
the target group. quest advocated the elimination of subbenefits in a more efficient and more eg-
The 1991 proposed regulations also ingrouping or the cumulative register, and itiitable way than do the SRLY rules.

troduced the concept of a cumulative regvas ultimately decided that these princi- Section 382 and SRLY overlap to a
ister to address certain issues resultingles would be retained. large extent, and the rules applying sec-
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tion 382 to consolidated groups are evepected income generated if all of the awutside a consolidated group. Unlike in
more complex than the SRLY rulessets were converted to tax-exempt delthe case of section 382, the policy objec-
Thus, these commentators asserted thastruments. Accordingly, section 382ives underlying these rules do not hinge
requiring a taxpayer to run the SRLYpermits a fixed amount of income to ben whether the ownership of the corpora-
gauntlet in addition to the section 382ised each year to absorb a loss, regardlegs changes upon its entrance into or de-
gauntlet is unwarranted because any addif the actual income contribution of theparture from the group.
tional revenue that might be gained frontoss corporation. Moreover, under sec- Moreover, commentators urging the re-
retaining a dual limitation is outweighedtion 382 and in the absence of SRLY, theention of SRLY pointed out that the rules
by the added complexity of the SRLYavailable loss can be used against amf section 381 dictate the circumstances
rules. member’s income. SRLY, on the othe{nder which one corporation can use the
These commentators argued that theand, makes actual income generation Q¥yx attributes of another corporation. In
complexity of the SRLY rules is unwar-the SRLY member the determinant of l0Sgertain reorganizations, section 381 al-
ranted because the impact of the SRLwsage. Thus, SRLY assures that the l0f§ys the tax attributes of one corporation
rules is easily avoided by various sselfattributes that arose outside of the consogc—) be used by another corporation after an
help” techniques. For example, taxpayeriélated group are not generally available tg.qisition, but in those transactions gen-
can contribute income-producing assetéi€ other group members. erally stock basis is also lost. By contrast,
or built-in gain assets to the SRLY mem- These commentators noted that thg, "o, aple stock purchase where the
ber to minimize the effect of a SRLY lim- consolidated return system combines Si%’tock takes a cost basis and the corpora-
itation. They also argued that the SRLYg!e and separate entity treatment. Thg, eains its existence, including its un-
rules impose a meaningful limitation onlyability to offset the income of one mem-y. .\ .02 iibutes, there is no policy rea-
in those cases in which, for regulatory oPer With the losses of another member re- B ) c o 2 iributes to be freely
other reasons, loss corporations cannot §€Cts single entity treatment of the con- ° .\ " " purchaser. In essence
combined with other profitable busi-Solidated group. But, when acorporatloté1ese commentators arguéd, o SRLY,

nesses. Some commentators also arguB8COMes a member of a consolidated =" . - -
that the SRLY rules improperly discrimi-9roup, it retains its separate existence anghitation prevents the benefits provided

nate between stock and asset acquisitiorf§dividual status, its own accountingbénsseacé't‘i)onnssfrlog‘ ggir:]alne;fgr:gzglztﬁtlgg
Other arguments urging the elimination of7€thods, and its own separate attribute§anst g
SRLY asserted that section 382 syincluding its losses that are carried from §UISitions and restructurings that do not

separate return year to a consolidated rvolve the commingling of assets in one

ercedes the SRLY rules as a Congre . . .
Eionally mandated rule for policing %ssturn year. These aspects reflect treatmefflity that section 381 transactions gener-
of each member of a consolidated grouglly require. A consolidated group’s ac-

trafficking and that the SRLY rules are in- ) suisition of the stock of a corporation
consistent with treating the consolidated@S @ Separate entity. The carryover
: : losses from separate return years reflectgould not be treated the same way as an
group as a single entity. _ , e
separate entity treatment, while the shagsset acquisition.
Arguments for Retention of SRLY ing of losses among the members of a
consolidated group reflects single entifNotice 98-38

Notwithstanding the substantial area ofreatment. Thus, there is a conflict be-

overlap between section 382 and SRLYyyeen single entity and separate entit S
section 382 does not always apply Whefteatment. Single entity treatment ingury and the IRS were considering an ap-

SRLY does. In fact, most commentatorgomputing consolidated taxable income isrc_)ach that would mo_del the SRLY limi-
expressed concern about loss traffickinghconsistent with permitting a corpora-2.on N the mechanism of section 382.
through carryback transactions (to whiclion's losses to straddle consolidated ang ¢ 'Ntended advantage of this approach
section 382 does not apply) and acknowkeparate return years when it enters yyas to reduce complexity In cases of
edged the need for a rule to police thosgaves a consolidated group. These corffyerlap of the SRLY rules with section
transactions. Many urged retention of thenentators argued that the SRLY rules preo2- [N those cases, the SRLY limitation
existing SRLY rules at least for that pursent a resolution of this conflict and provould be the same as the section 382 lim-
pose. Moreover, some commentatorgect the integrity of the consolidatedtation, and consolidated groups would
speculated that elimination of the SRLYreturn system by ensuring that attribute80t need to make two computations to de-
rules would likely present new unfore-arising in a separate return year belong tégrmine how much income could be used
seen opportunities for trafficking in taxand remain with, the SRLY member, and0 absorb a loss. A second intended ad-
benefits. attributes arising in a consolidated returijantage was to address concerns that the
Those commentators supporting retengear belong to the group. impact of a SRLY limitation can be mini-
tion of SRLY argued that the objectives of Through these rules, according to thesaized by stuffing transactions (e.g., trans-
section 382 and SRLY differ. Sectioncommentators, SRLY seeks to providderring income-producing assets to the
382, which seeks to prevent loss traffickthat the manner and extent to which a coless corporation) which could not be used
ing, is based on the notion that the rate gforation’s separate tax attributes are ale affect the section 382 limitation.
loss utilization following a change insorbed or utilized should not vary based Although many commentators favor
ownership should be based on the exan whether the corporation is inside othe elimination of a separate SRLY limita-

Notice 98—38 announced that the Trea-
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tion in the case where section 382 also aps a result of an ownership change as derote simplicity in the consolidated return
plies, commentators did not favor adopfined in section 382(g). In this situationyregulations.
tion of the section 382 mechanism irunder the temporary regulations, taxpay- The final regulations provide special
cases where section 382 does not othesrs must calculate two separate limitaeverlap rules for subgroups. In general,
wise apply. Commentators argued thatons for loss carryovers — the SRLY lim-the overlap rule applies to the subgroup
imposing a limitation based on sectiortation and the section 382 limitation.and not separately to the members of the
382 in a case where section 382 would ndthe final regulations provide an overlagsubgroup. However, the overlap rule
otherwise apply would be inordinatelyrule which eliminates the application ofdoes not apply unless the SRLY subgroup
burdensome. Because (absent an ownéine SRLY rules in this situation. As a redis coextensive with the section 382 loss
ship change) the owners of a loss corporault, the final regulations remove the bursubgroup. This rule is necessary because
tion held outside a consolidated grouglen of determining two limitations, anda section 382 subgroup limitation that is
could engage in a stuffing transaction irsimplify the loss limitation rules applica-computed with respect to the expected in-
order to increase that corporation’s losble to consolidated groups in most income generation of a group of corpora-
absorption, commentators argued that stances in which both the SRLY and th&ions does not reasonably approximate a
SRLY limitation that could not be in- section 382 limitations would otherwiselimitation that would be based on the ac-
creased through stuffing transactionsarise. tual contribution to consolidated taxable
would violate the objective of providing To address situations in which not all ofncome by a smaller number of corpora-
that the extent of a corporation’s loss aban acquisition occurs simultaneously, théions. In the reverse case, where the
sorption should not vary based oroverlap rule also applies if the acquisitiorSRLY subgroup is larger than any corre-
whether it is inside or outside a consoliresults in a corporation joining the consolsponding section 382 loss subgroup or
dated group. idated group on a date other than th§ing|e new loss member, and particularly
In light of these concerns, the Treasur§change date”, provided the transactiongith respect to built-in losses, it is unclear
and the IRS decided not to impose are separated by no more than six monthig. certain circumstances how the overlap
SRLY limitation based on the mechanismAdditional rules have been included tqule could be applied. To address such
of section 382. prevent the inappropriate operation of theircumstances in which a SRLY subgroup
overlap rule in certain cases involving thevould otherwise be larger than the corre-
acquisition of multiple corporations. sponding section 382 subgroup or single
~ The Treasury and the IRS believe tha{et operating Losses new loss member, the accompanying final
limitations on the extent to which a con- regulations relating to the application of
solidated group can use attributes arising Generally, to qualify for the net operatSections 382 and 383 provide for an elec-
in a separate return limitation year remaiing loss overlap rule, a corporation mustion effectively to expand a newly-formed
necessary. However, the Treasury and ttiecome a member of a consolidateg@ection 382 subgroup to conform with a
IRS remain concerned about complexitgroup (a SRLY event) within six monthsSRLY subgroup.
in applying the current SRLY rules, par-of the change date of an ownership For example, assume that the S consol-
ticularly with respect to situations wherechange that gives rise to a section 382(éjated group (composed entirely of S and
both the SRLY rules and section 382imitation with respect to that carryover (al) has a $200 consolidated net operating
apply. As described above, the SRL¥ection 382 event). For net operatindpss, of which $100 is attributable to S
limitation is based on the member’s (otosses, an overlap also will generally inand $100 is attributable to T. If the M
subgroup’s) actual contribution to consolelude situations in which a net operating@roup acquires the S group, S and T com-
idated taxable income. The section 38Bss arises in the maximum six month pepose both a SRLY subgroup as well as a
limitation is based on the expected infiod after the section 382 event but beforgection 382 loss subgroup. Because the
come generation of the member (or sulihe SRLY event. subgroups are coextensive, the overlap
group) determined with reference to its For example, if a section 382 event ocrule applies to eliminate the application of
value on the change date. On balance, thars on April 1 and a SRLY event occur$SRLY in the M group for the $200 consol-
Treasury and the IRS believe that the sbn September 1, any losses that arise bidated net operating loss.
multaneous or proximate imposition of aween April 1 and September 1 would not The overlap rule will not apply, how-
section 382 limitation reasonably approxbe subject to a section 382 limitation beever, if all the corporations included in a
imates a corresponding SRLY limitation.cause they would be allocable to the possection 382 loss subgroup are not also in-
Accordingly, these regulations generallychange period. However, in the absengduded in a SRLY subgroup. For exam-
eliminate the SRLY limitation in circum- of the overlap rule, those losses would bele, in Year 1, T joins the S group with a
stances in which its application overlapsubject to a SRLY limitation. The over-net operating loss carryover in a transac-
with that of section 382. lap rule of the final regulations eliminatedion that is not subject to section 382, and
In the majority of cases, the date omhe application of SRLY to those post-T does not subsequently have an owner-
which a corporation becomes a membarhange losses. In cases of an acquisitiahip change. Under §1.1502-96 (relating
of a consolidated group (and thus subjedf a single corporation, the elimination ofto the end of separate tracking), after five
to the SRLY rules) is also a “change dateSRLY has been determined to be an apears, T's net operating loss becomes an
as defined in section 382(j), determinegropriate result and is a trade-off to proattribute of the S group (also referred to as

The Overlap Rule
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a “fold-in”) for section 382 purposes. IfSRLY rules between such dates becausgiiring group for 60 consecutive months.
the P group later acquires S in a transactherwise no limitation would be applica-Those corporations that join the group in
tion to which section 382 applies, the sedsle and the separate attributes could liee same transaction, but that were not
tion 382 loss subgroup with respect to th&eely absorbed during that period. part of a subgroup eligible for the overlap
T loss would include S and T, but for_ rule, begin measuring the period of their
SRLY purposes there would be no subBuilt-in Losses affiliation immediately after joining the
group. In this situation, the overlap rule ¢ overlap rule for built-in losses is9"OUP; notwithstanding their actual affili-
would not apply, and the limitations undel;,ery similar to the overlap rule for net Op_ation history. This rule may prevent some
both SRLY and section 382 would CONgrating losses. Generally, to qualify foccorporations from subsequently qualify-
tinue to apply. the built-in loss overlap rule, a SRLYINg as a SRLY subgroup, notwithstanding
To preserve the effect of the eliminasyent must occur within six months of thaéheir actual affiliation history. For exam-
tion of SRLY under the overlap rule as;hange date of an ownership change thle, assume that after four years of affilia-
corporations move from group 0 grouPgiyes rise to a section 382(a) limitatiorfion, S and T join the P group without any
the final regulations also provide a specighat would apply to recognized built-innet operating loss carryovers. S, which
rule expanding the definition of SRLY |555es (a section 382 event). HoweveRas a net unrealized built-in loss, and T,
Subgroups. Under this rule, a SRLY SUbfhe 0\/er|ap rule does not app|y (even W|tMVh|Ch has a net unrealized built-in gain,
group includes a member carrying over gagpect to assets held on the date of tHould not qualify as a SRLY subgroup
loss that was subject to the overlap rule igection 382 event) if assets are transferréith respect to their built-in items be-
a former group, and all members of thatto a Corporation after the section 38zause they do not have the requisite affili-
former group who become a member ofyent and before the SRLY event that exation history. Therefore, S and T are
the current group at the same time as thged the de minimis threshold of sectiotested separately under section 382 and
loss member. The effect of this rule is 1@g2(h). In that case, both the SRLY rule§1.1502-15. The acquisition results in S
increase the number of circumstances ifhg the section 382 rules will apply. Evelecoming subject to section 382 (but
which SRLY subgroups and section 382¢er the application of the overlap rule@Wwing to the overlap rule, not to the limi-
subgroups will be coextensive as corporane SRLY rules for built-in losses apply totation contained in §1.1502-15(a)). T is
tions move from group to group. HOW-gsset acquisitions by an acquired corpor&ot subject to either. Because S joined the
ever, SRLY and section 382 subgroupgon that occur after the latter or the SRLYP group in a transaction subject to the
may not be coextensive with respect t@yent or section 382 event. overlap rule, it is deemed to have been af-
losses that were carried into a former filiated with P for 60 consecutive months.
group in a transaction to which the overSpecial Subgroup Rule for Built-in Losses nowever, is required to begin measur-
lap rule does not apply. Subgroups may , . ing its affiliation with P and S from the
not be coextensive, as demonstrateﬁ‘-rhe temporary regulations provide agte it joined the group, notwithstanding

above, if for purposes of section 382, suc at, for purposes of built-in losses, ags historic affiliation with S.

losses “fold-in” to the former group by RLY subgroup consists of those mem=

virtue of an ownership change occurrinﬁteerj ftcr)l?tthhea\ég_r?%?:hcogrt'lggOeunsdlyn aff::pther Substantive Changes
more than six months after the SRL mediately before the Fk;etl,ome mlergr]1tl)e|1§redecessors and Successors
event or because the loss member remain§ y bet ey . : . .

the group in which the loss is recogMaterial Difference Requirement

a member of the former group for at Ieasgized. Generally, the final regulations

five years. maintain the subgroup rule provided by The temporary regulations provide that

Operating Rules the temporary regulations. The final reg@ reference to a corporation or member

ulations, however, modify the subgroup’?"so includes, as the context may require,
If the section 382 event occurs on theyles to take account of the overlap rule? reference to a successor or predecessor.

same date as the SRLY event or precedediese modifications, in effect, conformS€e, 81.1502-15T(e) and 81.1502-
the SRLY event, the overlap rule, andhe SRLY subgroup rules to adopt princi21T(f). The definition of predecessor is
therefore the elimination of SRLY, is ap-ples contained in §§1.1502-91 througﬁrovided in 81.1502-1(f)(4). In general,
plicable to the tax year that includes the.1502-98 (regarding the application of predecessor is any transferor of assets in
SRLY event. If the SRLY event precedesection 382 to consolidated groups) wher@ section 381(a) transaction. A predeces-
the section 382 event, the elimination ofiecessary to preserve the effect of agpr also includes any transferor of assets
SRLY is delayed until the first tax yearoverlap transaction in a former group anéh a transaction in which the basis of as-
that begins after the section 382 evento increase the number of SRLY and secets to the transferee (successor) is deter-
The delay is necessary to ensure that aion 382 subgroups that are coextensivined by reference to the transferor’s
adequate limitation is always in effect forand eligible for future operation of thebasis, but only if there is a “material dif-
a net operating loss carryover. overlap rule as corporations move fronference” between the basis and the value
For example, for a calendar year congroup to group. of assets. Thus the application of the pre-
solidated group, if the SRLY event occurs The final regulations provide that afterdecessor rule to a section 351 transaction
December 1, Year 1, but the section 382 corporation joins a group in an overlajps dependent upon the specific assets
event occurs on April 1, Year 2, it is nectransaction, it is deemed to have been afransferred, and consequently a transferor
essary to maintain the application of théliated with the common parent of the acin a section 351 transaction might not
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qualify as a predecessor. Also, in the caded to carryback the loss to any year of That generated by the transferred assets
of such a section 351 transaction, the tenf-hus, no carryback of Newco’s loss wouldn the event that all the successor’s in-
porary regulations provided that there bbe permitted. come is disregarded, commentators ar-
a maximum of one predecessor to, or suc- The Treasury and the IRS believe thajued that the rule produced unduly harsh
cessor of, any member. the denial of any carryback in this situaresults. A particularly sympathetic case is
Commentators objected to the “matertion is inappropriate. In general, a newlya divisive section 351 transaction. For
ial difference” requirement and suggestetbrmed group member should be permitexample, if T, a member of a SRLY sub-
that a section 351 transferee should not lted to carry back its contribution to thegroup, formed T1, by contributing to it
excluded from successor status solely beonsolidated net operating loss, whethesne of its businesses, and T1 produced net
cause there was no material difference ber not it is a successor to a corporation thaperating losses, those losses would be
tween the basis and value of the assetsas acquired by the group. Moreover, thincluded in determining the taxable in-
transferred. The final regulations elimi-Treasury and the IRS believe that rulesome of the subgroup. On the other hand,
nate both the material difference and thproviding for a carryback within — ratherif T1 produced taxable income, that in-
single predecessor-successor requir¢han outside — the group would be moreome would not be included in the sub-
ments. administrable than rules requiring taxpaygroup’s taxable income. If no transfer to
ers to trace the assets of a newly-formetil had occurred, and the business had re-
CNOL Carrybacks member to determine whether such corpenained in T, all of its income or loss, as
Section 1.1502-21T(b)(2)(B) of theration’s cqntribution to the consqlidateothe case may be, would be included in de-
temporary regulations provides an offnet operating loss should be carried badkrmining the subgroup’s taxable income.
spring rule which generally permits thd© the pre-consolidation years of an ac- The Treasury and the IRS have deter-
common parent of a group to carryback §Uiréd corporation or back within themined that a broad rule disregarding all
consolidated net operating loss (CNOL$OUP. The Treasury and the IRS alsihcome contributed by the successor is
attributable to a member that did not exigtonsidered whether to provide that all comecessary to avoid an unadministrable re-
in the year to which the loss is carriegSClidated net operating losses should kuirement that the successor's income be
provided that the member has been ¢@ied back within the group, even if attraced to particular assets, but that the rule
member of the group continuously sincdfiPutable to a corporation that was itselhould only be applied in more limited
its organization. In that section, there i&cduired from outside the group. Whethegircumstances. Thus, the final regulations
also a reference to the application of th@ N0t such arule is appropriate, it was dgyrovide that the net positive income at-
predecessor and successor rule d§§mined that such a change should not hgbutable to the successor generally is
§1.1502-21T(f), which states that a refer@dOp_tEd in final _regulatlops. Accordingly,disregarded, but provide four exceptions
ence to a member also includes referenc} final regulations provide that the off1o this rule: (A) the successor acquires
to a predecessor of the member, as t#@1Ng rule applies regardiess of whethesupstantially all of the assets and liabili-

context may require. the newly-formed member is a successqfes of its predecessor, and the predeces-

Commentators were concerned that tH@ &ny other corporation. sor ceases to exist; (B) the successor be-
combination of the predecessor and SUG;ccessor’s Income came a member of the SRLY subgroup at
cessor rule would deny any carryback in the time the subgroup was formed (e.g.,

the case of a merger under section Section 1.1502-21T(f)(2) of the tem-the successor was organized before it and
368(a)(1)(A) and (a)(2)(D). For exam-porary regulations provides, “Except adts affiliates joined the current group and
ple, assume that P, the common parent tife Commissioner may otherwise detetthus qualifies in its own right as a sub-
a consolidated group, forms Newco irmine, any increase in the taxable incomgroup member); (C) 100 percent of the
Year 2 for the sole purpose of acquiringgf a SRLY subgroup that is attributable tstock of the successor is owned directly
T, in a merger with and into Newco. Ina successor is disregarded unless the sy corporations that were members of the
Year 3, there is a CNOL all of which iscessor acquires substantially all of the aSRLY subgroup when the subgroup was
attributable to Newco. Newco appears teets and liabilities of its predecessor antrmed; or (D) the Commissioner deter-
be within the scope of the offspring rulethe predecessor ceases to exist.” The rukines otherwise. The IRS might, for ex-
and therefore a carryback to P’s Year fvas intended to prevent the subgroupmple, publish a revenue ruling or other
consolidated return, a year befordrom inappropriately affecting the deter-guidance expanding the list of exceptions
Newco’s existence, would be permittedmination of its taxable income either byif it is later determined that other circum-
However, because the merger is a transemoving assets that would generatstances should be excluded from the gen-
action to which section 381(a) applieslosses or by bringing into the subgroup ineral rule. It is also anticipated that
Newco is also a successor to T. Underome generated by members outside thibrough the letter ruling process, the IRS
this analysis, Newco would not be consubgroup. will evaluate individual cases upon re-
sidered to have been a member of the PSome commentators stated that theguest and determine whether income at-
group continuously since its organizationdid not understand whether the rule wasibutable to a successor will be included
S0 a carryback to the P group’s consolintended to require the subgroup to disrén determining the subgroup’s taxable in-
dated return year would not be permittedgard all income of the successor, or onlgome. See also §1.1502-21(c)(2)(iv) of
Moreover, Newco would not be permit-that income of the successor in excess tfe regulations (an anti-abuse rule deny-
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ing SRLY subgroup treatment in certairbuilt-in loss asset transferred to a groufplit Election Rule
circumstances.) by a non-corporate transferor is subject to _ _

o the SRLY rules. An example explains that S€ction 1.1502-21T(b)(3)(i) of the
Built-in Losses for purposes of applying the SRLY limita-t€mporary regulations permits a consoli-
Non-Corporate Transferors tion to that built-in loss, all of the itemsdated group to waive the entire carryback

Section 1.1502-15T(a) of the tempog@niributed by the acquiring member (andrC BIOVICEC by Secron Lre, TS -
rary regulations provides that solely fol"0t just items attributable to that asset) tBeVOCba ‘Ee ec 'OQ |sbno_ avbalta fh ona
the purpose of determining the amount ofONsolidated taxable income are takelIIMDet BY NSV 5asis, BUE aer fe-
and the extent to which, a built-in loss idnte account. quires that the common parent waive the

- _ carryback period for all members of the
I|m|_ted_b;_/ the SRL_Y rules for_ th_e year in onely Parent group.
which it is recognized, a built-in loss is Some commentators suggested that the
treated as a hypothetical net operating Under §1.1502-15T of the temporary, . .tion be permitted on a member-by-
loss carryover or net capital loss arising inegulations, the SRLY limitation on rec- ember basis. The commentators ex-
a SRLY, instead of as a deduction or lossgnized built-in losses applies to a los ressed concern that requiring the whole
in the year recognized. recognized by the group on an asset t"Eeroup to waive the carryback period
Some commentators thought the ruleommon parent held prior to the forma-makes it difficult for sellers and pur-
was anomalous as applied to transfers &ibn of a group. In contrast, net operatin

%hasers to negotiate who gets the benefit
built-in loss assets by individuals. In theiloss carryovers of a corporation that be- g g

. : ; f a post-acquisition loss. Because sec-
view, because a SRLY is defined onlycomes the common parent of a consol?On 1p72 gengrally requires a carryback to
with respect to corporations (seealated group are not subject to a SRL . \
. X O o he earliest year, absent the purchaser’s
§1.1502-1(f)), it would be inappropriatelimitation within the group under the so- .
. N 7 waiver of the carryback, a seller could be
to view a corporate transferee as a succesalled “lonely parent” rule (see §1.1502— . : ' . .
. required to disclose confidential tax infor-
sor to a non-corporate transferor. Othek(f)(2)(i)). . .
’ . .. mation to the purchaser relating to the
commentators asserted that because theThe final regulations conform the built-_, . :
L ; . : ability to use the loss carryback. In situa-
built-in loss concept is a subset of thén loss rules to the net operating loss rulets . :
o oo o ; . . jons where such disclosure is a concern,
SRLY limitations, the built-in loss rules as applied in conjunction with the lonely election to waive the loss carrvback
should not apply to transfers by an indiparent rule. Therefore, a loss recognize%n . y .
. available on a member by member basis,
vidual or other non-corporate transferor ty any member of the group on an asset . .
. : . could ensure the separation of a particular
a member of a consolidated group in that was held by the corporation that be_urchaser and seller without requiring the
section 351 transaction. comes the common parent when thgrou to waive the remainin gmougt of
The temporary regulation does not basgroup is formed is not subject to th he c%nsolidated et o erating loss carry-
the determination of whether a corporaSRLY rules. However, a built-in loss ac P 9 y
tion has built-in losses on any applicatiorasset acquired by the common parent after_l_he final requlations permit taxpavers
of the predecessor and successor rule.tife formation of the group remains subt-0 waive. with gres oct topall consoFI)ileted
an asset enters the group with a built-ifect to the SRLY limitation. An anti- net o e,ratin IoFs)ses attributable to a
loss, in general, the temporary regulatioabuse rule is also provided to apply the bp th 9 " f th back
deems the built-in loss to have arisen in 8RLY limitation to built-in loss assets"_”eéln fer’ he_ F;]Orﬂ']on ot the C‘:‘_”V ack pe-
SRLY without regard to whether the assdransferred to a corporation prior to and T bor Wf Ic th € corpora|f|on v:/ast_ a
was owned by a corporation when thanticipation of the corporation becomin em derfo another gtr)oup. I an ([e)ec ion
built-in loss arose. Moreover, §1.1502-the common parent of a group. S madi or ?Ry memoer, a ”?eTh ers ac-
15T(b)(2)(i) provides that in the case of For example, in Year 1, P, a stand alon@!'"® tr_om € same %r?up, "Il tﬁ salme
an asset acquisition by a group, the assetsrporation holds Asset 1, a built-in Iosé'ransa_lcikllon, Iaret.reqmret [()) ma 3 € etﬁc'
and liabilities acquired directly from theasset. In Year 3, P forms S but retain@on'I ﬂedee.cllonl mus fe mha € on fe
same transferor pursuant to the same plé@sset 1. In Year 4, P sells Asset 1, recoiﬂne y hiled ongina return for the year o
are treated as the assets and liabilities ofndzing a loss. Section 1.1502—-15(f) of th e acquisition.
corporation that becomes a member of thfenal regulations provides that the 10Ss is\psorption of Losses
group on the date of the acquisition. Thatot subject to the SRLY limitation. Simi-
corporation would generally be subject tdarly if P transferred Asset 1 with an unre- Section 1.1502-21T(b)(1) provides
the SRLY built-in loss rules when it be-alized built-in loss to S, the SRLY limita- general rules concerning the absorption of
comes a member of the consolidatetion on built-in losses would not apply iflosses within a consolidated group. Al-
group. The Treasury and the IRS conS sold Asset 1 and recognized the losshough the rules refer to section
tinue to believe that a separate tax atdowever if, after the formation of the P/S382(1)(2)(B), commentators stated that
tribute arising outside the consolidatedroup, P acquired an asset with an unreahe absorption rules were ambiguous with
group should not be freely absorbedzed built-in loss and sold the asset, readespect to establishing the priority of ab-
within the group, regardless of where thabgnizing that loss during the recognitiorsorption of multiple losses carried from
separate attribute arose. Accordinglyperiod, a SRLY limitation would apply the same taxable year if only a portion of

these final regulations reaffirm that awith respect to that loss. the losses were subject to limitation under
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section 382. The final regulations mak&RLY subgroup is not forced to alter thedecision subject to the effective date limi-
clear that the rule of section 382(I)(2)(B)application of a SRLY limitation in mid- tation of section 553(d) of title 5 of the
applies, and that losses limited by sectiostream). However, when corporation®nited States Code (if applicable).
382 are absorbed before losses from tlemter a group in a new SRLY event occur- )
same taxable year that are not subject toriag in a taxable year for which the due>Pecial Analyses
section 382 limitation, regardless ofdate (without extensions) of the consoli- It has been determined that this Trea-
whether such losses are attributable to tigated return is after June 25, 1999, the reQUry decision is not a significant regula-
same member. ulations apply (with respect to any overlag.)ory action as defined in EO 12866. It is
A comment was also received requestransactions occurring after the effectivehereby certified that these regulations will
ing guidance on how to determine thelate of section 382 as amended by tr‘H:ot have a significant economic impact on
amount of a subgroup member’s net opef986 Tax Reform Act) as if the final regu-, substantial number of small entities.
ating loss carryover that was absorbed dations had always been in effect. This certification is based on the fact that
that it can determine how much of the loss Thus, for example, and assuming tha} .. regulations principally affect corpo-
it retains when it leaves the group. In reall corporations are on a calendar taxabﬁtions filing consolidated federal income
sponse to this comment, the final regulayear, if a corporation S joins the P group_+ returns that have carryover or carry-
tions provide that within a subgroup,in an overlap transaction in 1996, and thBack of certain losses from separate return
losses are absorbed on a pro rata basiisst year for which this final regulation isIi itation years. Available data indicates
'I;]hus, when a subgroup mlember Ieavffective is r%999, then any Iosst()es carrieﬁ[l;‘t many consolidated return filers are
the group, its net operating loss carryovdry S into the P group are subject to . .
is treated as having been absorbed onSRLY limitation in 1996, 1997 and 1998.Tldrggd(i:t?&p?ﬁ;eza(tgofnzzzztl:asbl:ﬁg:e;r?eis_)'
pro rata basis, determined by comparinglowever, the losses are no longer SUbjeg?JbstantiaI,number of consolidated return
its initial net operating loss carryover ando a SRLY limitation within the P group filers that are smaller companies have loss
the subgroup’s initial net operating losstarting in 1999. carryovers or carrybacks that are subject
carryover. If, in thg above example, the M grou 0 the separate return limitation year
had acquired both P and S on January les. Therefore, a Regulatory Flexibility

1998 in a non-overlap transaction, and . -
; ; carried into the M group its losses arisin nalysis under the Regulatory Flexibility
The final regulations generally are ap; %ct (5 U.S.C. chapter 6) is not required.

plicable for taxable years for which thebegiOre ir':joined the ngoulll then, in i}99 Ursuant to section 7805(f) of the Code,
due date (WlthOUt eXtenSionS) of the Conl‘m erthe temporary regu ations as then Itrll]e notice of proposed ru|emaking pre-

solidated return is after June 25, 199§ffeCt’ those S losses would have beecneding these regu|ati0ns was sent to the

However, there are several special effe¢UPIect to @ SRLY limitation computedg "\ oo A dministration for com-

tive dates, including an effective daté_NIth reference only to S's cumulative reg_énent on its impact on small businesses.

which addresses transitional issues reldter- Under the special transition rule, th

ing to the adoption of the rule eliminating?€W regulations would not operate imrafting Information
SRLY in the event of an overlap with sec4999 0r thereafter to cause S and P to con- o
tion 382. Generally, if a particular at-Stitute & SRLY subgroup in the M group = The principal author of these regula-
tribute would not have been subject to ¥ith respect to those S losses, evelions is Jefirey L. Vogel of the Office of

SRLY limitation as of June 25. 1999 jfthough P and S would otherwise qualifyAssistant Chief Counsel (Corporate), IRS.
’ iAs a SRLY subgroup with respect to thos@ther personnel from the Treasury and

effect, and the overlap transaction ocl_osses under the new rules. However, the IRS participated in their development.

curred after the effective date of sectiof’® X group acquires both Pand S from M
382 as amended by the 1986 Tax Refortf O after 1999, P apd S would constitute
Act, then the existing SRLY limitation & SRLY subgroup with respect to those adoption of Amendments to the
will not apply in taxable years for which 0SS carryovers. Regulations
the due date (without extensions) of th ; ; _
consolidated return is after June 25, 199%eed for Immeiate Guidance Accordingly, 26 CFR parts 1, 301, and
(but will not be eliminated retroactively Because the temporary regulations ald02 are amended as follows:
with respect to earlier taxable years).  not applicable for taxable years endinggaoRT 1—INCOME TAXES

If an existing SRLY limitation for after June 26, 1999, it is necessary to im-
which the cumulative register began in alement these final regulations without Paragraph 1. The authority citation for
taxable year prior to a taxable year fodelay to ensure continuity of treatment opart 1 is amended by removing the entries
which the due date (without extensionsgertain attributes and to ensure that thefer sections 1.1502-15T, 1.1502-21T,
of the consolidated return is after June 2% no period within which the treatment of1.1502-22T, and 1.1502-23T and adding
1999 would not be eliminated by thesuch attributes is inconsistent with thentries in numerical order to read in part
overlap rule, that SRLY limitation contin- temporary regulations and these final regas follows:
ues to be applied without regard to thelations. See section 7805(e)(2). Accord- Authority: 26 U.S.C. 7805 * * *
changes applicable to the definition ofngly, it is impracticable and contrary toSection 1.1502-12 also issued under 26
SRLY subgroups (so that a member othe public interest to issue this Treasury).S.C. 1502.* * *

1999-29 |.R.B. 41 July 19, 1999

Dates of Applicability

these final regulations had always been

* * * * %



Section 1.1502-15 also issued under 2Bection 1.1502-23 also issued under 2&e wording indicated in the middle col-

U.S.C. 1502.* * * U.S.C. 1502.* * * umn, and add the wording indicated in the
Section 1.1502-22 also issued under 26 Par. 2. In the list below, for each secright column.
U.S.C. 1502. tion indicated in the left column, remove
Affected Section Remove Add
1.469-1(h)(2) 1.1502-21T (net operating losses 1.1502-21 (net operating losses), and
(temporary)), and 1.1502-22T 1.1502-22 (consolidated net capital
(consolidated net capital gain and gain and loss)
loss (temporary))
1.597-2(c)(5), first sentence 1.1502-15T, 1.1502-21T, and 1.1502-22T 1.1502-15, 1.1502-21, and 1.1502-22
1.597-2(c)(5), second sentence 1.1502-15T, 1.1502-21T or 1.1502+22T  1.1502-15, 1.1502-21 or 1.1502—-22

1.597-4(g)(3), fifth sentence

1.1502-15T, 1.1502-21T and 1.15021

-22T

1.597-4(g)(3), sixth sentence

1.1502-15T, 1.1502-21T, or 1.1502-

-22T  1.1502-15, 1.1502-21, or 1.15

1.904(f)-3(a), first sentence

(or 81.1502-21T(b)

(or 81.1502-21(b)

1.904(f)-3(b), first sentence

(or §1.1502-22T(b)

(or §1.1502—-22(b)

1.1502-15, 1.1502—-21 and 1.1502—-22

D2-22

to the separate return limitation year
(SRLY) rules. See §1.1502-21(c)

1.1502-2(h) 1.1502-22T)(or, for consolidated return 1.1502-22)(or, for consolidated return
years to which §1.1502-22T years to which §1.1502-22

1.1502-3T(c)(2)(iii), first sentence 1.1502-21T(c)(2) 1.1502-21(c)(2)

1.1502-3T(c)(2)(iii), second sentence 1.1502-21T(f) 1.1502-21(f)

1.1502-9(a), seventh sentence §1.1502-21T(b)(2) 1.1502-21(b)(2)

1.1502-9(a), eighth sentence 1.1502-21T(b)(1) 1.1502-21(b)(1)

1.1502-11(a)(2) §1.1502-21T 1.1502-21

1.1502-11(a)(3) §1.1502-22T 1.1502-22

1.1502-11(a)(4) §1.1502-23T 1.1502-23

1.1502-11(b)(2)(iiExample Lc), 1.1502-21T 1.1502-21

last sentence

1.1502-11(b)(2)(iiiExample 2d), 1.1502-21T and 1.1502-22T 1.1502-21 and 1.1502-22

last sentence

1.1502-12(b) 1.1502-15T 1.1502-15

1.1502-13(c)(7)(iiExample 1(d), S’s net operating loss carryovers are P’s acquisition of S is not subject to the

first and second sentences subject to the separate return limitation overlap rule of §1.1502-21(g), [and S’s
year (SRLY) rules. See §1.1502-21T(c net operating loss carryovers are subject

1.1502-13(g)(5Example 4b),
fourth sentence

1.1502—15T (or §1.1502—15A, as apprd
priate) (limitations on the absorption g
built in losses)

1.1502-15 (as appropriate)

=
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1.1502-13(h)(2Example (8),
second sentence

1.1502-21T(c)

1.1502-21(c)

1.1502-13(h)(2Example 1b),
first sentence

1.1502-21T(c)

1.1502-21(c)

1.1502-13(h)(2Example 2a), 1.1502-15T 1.1502-15
last sentence

1.1502-13(h)(2Example 2o), 1.1502-22T 1.1502-22
second sentence

1.1502-20(c)(4Example Tiii), 1.1502-21T 1.1502-21
first sentence

1.1502-20(g)(3Example L), 1.1502-21T 1.1502-21

second sentence

1.1502-20(g)(3Example 2),
third sentence

§1.1502-21A or 1.1502-21T

1.1502-21A0r 1.1502-21

1.1502-23A(a), third sentence

1.1502-21T(c) and 1.1502-22T(c), &
provided in 1.1502-15T(a)

1S (1.1502-21T(c) in effect prior tq
25,1999, as contained in 26 CFR p
revised April 1, 1999 and 1.1502-22T

tained in 26 CFR part 1 revised April 1
1999, as provided in 1.1502—-15T(a) in
effect prior to June 25, 1999, as con-

tained in 26 CFR part 1 revised April 1
1999) or (1.1502—-21(c) and 1.1502—

22(c), as provided in 1.1502—15(a), as
applicable))

in effect prior to June 25, 1999, as con-

Jun
art 1

c)

1.1502-23A(b), first sentence

1.1502-21T(g)

1.1502—21(h) or 1.1502—-21T(g) in

26 CFR part 1 revised April 1, 1999, a
applicable

prior to June 25, 1999, as contained in

effe

S

1.1502-23A(b), second sentence

1.1502-21T(g) for effective dates of
that section

1.1502-21(h) or 1.1502-21T(g

prior to June 25, 1999, as contained

26 CFR part 1 revised April 1, 1999, a

applicable for effective dates of these
sections

ne
in

)

1.1502-26(a)(1) concluding text

1.1502-21T(e)

1.1502-21(e)

1.1502-32(b)(5)(ilExample 2b),
third sentence

1.1502-21T(b)

1.1502—-21(b)

1.1502-41A(c), first sentence

1.1502-21T(g)

1.1502-21(h) or 1.1502-21T(qg) in

26 CFR part 1 revised April 1, 1999, a
applicable

prior to June 25, 1999, as contained in

effe(

S

1.1502-41A(c), second sentence

1.1502-21T(g) for effective dates of
that section

1.1502-21(h) or 1.1502-21T(g

prior to June 25, 1999, as contained

26 CFR part 1 revised April 1, 1999, 4

applicable for effective dates of these
sections

ne
in
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1.1502-42(f)(4)(i)(A)

1.1502—21T(b)

1.1502—21(b)

1.1502-43(b)(2)(iv)

1.1502-21T(a)

1.1502-21(a)

1.1502-43(b)(2)(v)

1.1502-22T(a)

1.1502-22(a)

1.1502-43(b)(2)(Vi)(A)

1.1502-22T(a)

1.1502-22(a)

1.1502-43(b)(2)(vii)

1.1502—22T(b)

1.1502—22(b)

1.1502-43(b)(2) (viii)

1.1502-15T) and 1.1502-15T (SRLY
limitation on built—in losses (temporary)

1.1502-15) and 1.1502-15

1.1502-44(b)(2) §1.1502-21T 1.1502-21
1.1502-44(b)(3) §1.1502-22T 1.1502-22
1.1502-47(h)(2)()) 1.1502-21T 1.1502-21

1.1502-47(h)(2)(ii)

1.1502—21T(e)

1.1502-21(e)

1.1502-47(h)(2)(iii),first sentence

1.1502-21T

1.1502-21

1.1502-47(h)(2)(iv), first sentence

1.1502-21T

1.1502-21

1.1502-47(h)(3)(Gii)

1.1502—21T(c)

1.1502-21(c)

1.1502-47(h)(4)(i), first sentence 1.1502-22T 1.1502-22
1.1502-47(h)(4)(i), second sentence 1.1502-22T 1.1502-22
1.1502-47(h)(4)(ii), first sentence 1.1502-22T 1.1502-22
1.1502-47(h)(4)(ii), first sentence 1.1502-21T 1.1502-21

1.1502-47(h)(4) i)

1.1502-22T(b)

1.1502-22(b)

1.1502-47(Kk)(5) introductory text 1.1502-22T 1.1502-22
1.1502-47(1)(3)(i), second sentence 1.1502-21T 1.1502-21
1.1502-47(m)(2)(ii), first sentence 1.1502-21T 1.1502-21
1.1502-47(m)(2)(ii), first sentence 1.1502-22T 1.1502-22

1.1502-47(m)(3)(i), first sentence

1.1502-21T and 1.1502-22T

1.1502-21 and 1.1502-22

1.1502-47(m)(3)(vi)(A),
second sentence

1.1502-21T(b) or 1.1502-79A(a)(3)
(as appropriate)

1.1502-21(b))

1.1502-47(m)(3)(vi)(A),
second sentence

81.1502-21T(b) or 1.1502—79A(a)(3)
(as appropriate)

1.1502—21(b)

1.1502-47(m)(3)(vii)(A)

1.1502-21A(b)(3)(ii)

1.1502—21A(b)(3)(ii) or 1.1502-21(k

1.1502-47(m)(3)(ix), last sentence

1.1502-15T

1.1502-15

1.1502-47(q), last sentence

1.1502-21T

1.1502-21

1.1502-55T (h)(4)(iii)
(B)(4), first sentence

1.1502-21T(c)(2)

1.1502-21(c)(2)
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1.1502-55T(h)(4)(iii)
(B)(4), second sentence

1.1502-21T(f)

1.1502-21(f)

1.1502-78(a), first sentence

1.1502-21T(b), 1.1502-22T(b)

1.1502-21(b), 1.1502-22(b)

1.1502-79(a), second sentence

1.1502-21T(b)

1.1502-21(b)

1.1502-79(b), second sentence

1.1502-22T(b)

1.1502—22(b)

1.1502-79(c)(1)

1.1502-21T(b)

1.1502-21(b)

1.1502-79(d)(1)

1.1502-21T(b)

1.1502-21(b)

1.1502-79(e)(1)

1.1502-21T(b)

1.1502-21(b)

1.1502-91T(a)(2), last sentence

1.1502-21T(a)

1.1502-21(a) or 1.1502—21T(a) i

prior to June 25, 1999, as contained in

26 CFR part 1 revised April 1, 1999, a
applicable

N effe

S

1.1502-91T(c)(3Example(b),
first sentence

1.1502-21T(c)

1.1502-21(c) or 1.1502-21T(c) in ef

prior to June 25, 1999, as contained
26 CFR part 1 revised April 1, 1999, a
applicable

ect
in

[72)

1.1502-917(d)(1)(iii)

1.1502-21T(c)

1.1502-21(c) or 1.1502-21T(c) in e

prior to June 25, 1999, as contained in

26 CFR part 1 revised April 1, 1999, a
applicable

ffect

S

1.1502-91T(d)(6Example 1a),
fourth sentence

1.1502-21T(b)

1.1502-21(b) or 1.1502-21T(b) in ef

prior to June 25, 1999, as contained
26 CFR part 1 revised April 1, 1999, a
applicable

fect
n

1.1502-91T(d)(6Example 2a),
fourth sentence

1.1502-21T(b)

1.1502-21(b) or 1.1502—-21T(b) in ef
prior to June 25, 1999, as contained
26 CFR part 1 revised April 1, 1999, a
applicable

fect
n

n =

1.1502-91T(f)(2Example(a),
last sentence

1.1502-21T(b)

1.1502-21(b) or 1.1502—-21T(b) in ef
prior to June 25, 1999, as contained
26 CFR part 1 revised April 1, 1999, a
applicable

fect
in

1.1502-92T(b)(2Example 8a),
fourth sentence

1.1502-21T(b)

1.1502-21(b) or 1.1502-21T(b) in effect

prior to June 25, 1999, as contained
26 CFR part 1 revised April 1, 1999, 4
applicable

n
S

1.1502-93T(e)

1.1502-21T(c)

1.1502-21(c) or 1.1502-21T(c) in €

prior to June 25, 1999, as contained in

26 CFR part 1 revised April 1, 1999, a
applicable

ffect

S

1.1502-94T(a)(1)(i)

1.1502-21T(c)

1.1502-21(c) or 1.1502-21T(c) in €

prior to June 25, 1999, as contained in

26 CFR part 1 revised April 1, 1999, a
applicable

ffect

S
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1.1502-94T(b)(4Example {c),
last sentence

1.1502-21T(c)

1.1502-21(c) or 1.1502—-21T(c) in effect

prior to June 25, 1999, as contained in
26 CFR part 1 revised April 1, 1999, as
applicable

1.1502-95T (b)(1)(i)

1.1502-21T(b)

1.1502-21(b) or 1.1502-21T(b) in effect
prior to June 25, 1999, as contained in
26 CFR part 1 revised April 1, 1999, as
applicable

1.1502-95T(b)(4Example {a),
sixth sentence

1.1502—21T(b)

1.1502-21(b) or 1.1502-21T(b) in effect

prior to June 25, 1999, as containedin
26 CFR part 1 revised April 1, 1999, as
applicable

1.1502-95T(c)(7Example {a),
fifth sentence

1.1502-21T(b)

1.1502-21(b) or 1.1502-21T(b) in effect

prior to June 25, 1999, as contained (in
26 CFR part 1 revised April 1, 1999, 4
applicable

[

1.1502-96T(a)(1) introductory text
sixth sentence

1.1502-21T(c)

1.1502-21(c) or 1.1502-21T(c) in|effect
prior to June 25, 1999, as contained|in

26 CFR part 1 revised April 1, 1999, as

applicable

1.1502-96T(a)(2), first sentence

1.1502—21T(c)

1.1502-21(c) or 1.1502—-21T(c) in effect
prior to June 25, 1999, as contained in
26 CFR part 1 revised April 1, 1999, as
applicable

1.1502-96T(a)(5), first sentence

1.1502-15T and 1.1502-21T

1.1502-15 and 1.1502-21 (or §1.1502—
15T in effect prior to June 25, 1999, as
contained in 26 CFR part 1 revised April
1, 1999 and 1.1502-21T in effect prio
to June 25, 1999, as contained in 26
CFR part 1 revised April 1, 1999, as
applicable)

1.1502-96T(b)(2)(ii)(A)

1.1502-21T(b)

1.1502-21(b) or 1.1502-21T(b) in effect
prior to June 25, 1999, as contained i
26 CFR part 1 revised April 1, 1999,
applicable

1.1502-96T(b)(2)(ii)(B)

1.1502—21T(c)

1.1502-21(c) or 1.1502—-21T(c) in effect
prior to June 25, 1999, as contained i
26 CFR part 1 revised April 1, 1999,
applicable

1.1502-99T(c)(2)(i), fourth sentence

1.1502-21T(c)

1.1502-21(c) or 1.1502—-21T(c) irieffect
prior to June 25, 1999, as contained i

26 CFR part 1 revised April 1, 1999, as
applicable

1.1502-997T(c)(2)(ii)

1.1502-21T(b)

1.1502-21(b) or 1.1502-21T(b) in &ffect
prior to June 25, 1999, as contained in
26 CFR part 1 revised April 1, 1999, as
applicable

1.1502-100(c)(2)

§81.1502-21A or 1.1502-21T

§1.1502-21A or 1.1502-21
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1.1503-2(d)(2)(i), last sentence

§1.1502—21A(c) or 1.1502-21T(c)

1.1502-21A(c) or 1.1502-21(c)

1.1503-2(d)(2)(ii), last sentence

§1.1502—21A(c) or 1.1502-21T(c)

1.1502—-21A(c) or 1.1502—21(c)

1.1503-2(d)(4Example 1(iv),
last sentence

1.1502-22T(c)

1.1502-22(c)

1.1503-2(g)(2)(vii)(B)D),
second sentence

§1.1502—21A(c) or 1.1502-21T(c)

1.1502-21A(c) or 1.1502-21(c)

1.1503-2(g)(2)(vii)(B)?),
first sentence

§1.1502—-21A(c) or 1.1502-21T(c)

1.1502—-21A(c) or 1.1502-21(c)

1.1503-2(g)(2)(vii)(GExample 1
ninth sentence

§1.1502—-21A(c) or 1.1502-21T(c)

1.1502-21A(c) or 1.1502-21(c)

1.1503-2(g)(2)(vii)(GExample 2
last sentence

§81.1502—-21A(c) or 1.1502—-21T(c)

§1.1502—21A(c) or 1.1502-21(c)

1.1503-2(h)(3), second sentence

§81.1502—21A(c) or 1.1502-21T(c)

(81.1502—21A(c) or 1.1502-21(c)

1.1503-2A(f)(1)(i) introductory text

1.1502—21T(b)

1.1502-79A(a)(3)

1.1503-2A()(1)()(C)

1.1502-22T(b)

1.1502-22

1.1503-2A(f)(2)(i), fourth sentence

1.1502-21T(c)

1.1502-21(c)

1.1503-2A(f)(2)(ii), last sentence

1.1502—21T(c)

1.1502-21(c)

301.6402-7(g)(2)(iii), first sentence

§1.1502—21T(b)

1.1502-21(b)

301.6402-7(g)(3Example 2
second sentence

1.1502-21T

1.1502-21

301.6402-7(g)(3Example 2
third sentence

1.1502—21T(c)

1.1502—21(c)

301.6402-7(h)(1)(ilgxample(b),
first sentence

1.1502-21T(b) and 1.1502-22T(b)

1.1502-21(b) and 1.1502-22(b)

Par. 3. Section 1.1502-1 is amendetthat occurs before June 25, 1999, only &n overlap with section 382), built-in
by revising paragraph (f)(4) to read as folthe amount by which basis differs fromlosses are subject to the SRLY limitation
value, in the aggregate, is material. Forander §81.1502-21(c) and 1.1502—-22(c)
transaction that occurs before June 2%including applicable subgroup princi-

lows:

§1.1502-1 Definitions.

(f)***

(4) Predecessor and successorshe

term predecessomeans a transferor or
distributor of assets to a member (the suc-

cessor) in a transaction-

1999, only one member may be consideles). Built-in losses are treated as deduc-
ered a predecessor to or a successor Ins or losses in the year recognized, ex-

one other member.

* * * *x %

Par. 4. Section 1.1502-15 is added

read as follows:

cept for the purpose of determining the
amount of, and the extent to which the
built-in loss is limited by, the SRLY limi-
tation for the year in which it is recog-

tr?ized. Solely for such purpose, a built-in

loss is treated as a hypothetical net operat-

(i) To which section 381(a) applies; or §1 1502—15 SRLY limitation on built-in iNg loss carryover or net capital loss car-
(i) That occurs on or after January 1jpgges.
1997, in which the successor’s basis for
the assets is determined, directly or indi- () SRLY limitationExcept as provided To the extent that a built-in loss is allowed

rectly, in whole or in part, by reference tdn paragraph (f) of this section (relating taeas a deduction under this section in the

ryover arising in a SRLY, instead of as a

deduction or loss in the year recognized.

the basis of the assets of the transferor built-in losses of the common parent) angear it is recognized, it offsets any consol-

distributor, but in the case of a transactioparagraph (g) of this section (relating tadated taxable income for the year before

1999-29 |.R.B.
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any loss carryovers or carrybacks are athange loss to the amount of the net unrevthin the previous five year period in a
lowed as a deduction. To the extent not saized built-in loss. transaction described in §1.1502-75(d)-
allowed, it is treated as a separate net op-(c) Built-in losses of subgroups(1) In  (2)(ii) or (3), the principles of §81.1502—
erating loss or net capital loss carryovegeneral.In the case of a subgroup, the@1(g)(6) and 1.1502-96(a)(2)(iii) shall
or carryback arising in the year of recogprinciples of paragraph (b) of this sectiorapply.
nition and, under §1.1502-21(c) orapply to the subgroup, and not separately (4) Built-in amounts.Solely for pur-
1.1502-22(c), the year of recognition igo its members. Thus, the net unrealizeposes of determining whether the sub-
treated as a SRLY. built-in loss and recognized built-in lossgroup has a net unrealized built-in loss or
(b) Built-in losses—(1) Defined.If a for purposes of paragraph (b) of this seawvhether it has a recognized built-in loss,
corporation has a net unrealized built-ition are based on the aggregate amouritse principles of §1.1502-91(g) and (h)
loss under section 382(h)(3) (as modifiefor each member of the subgroup. apply with appropriate adjustments.
by this section) on the day it becomes a (2) Members of subgroup# subgroup (d) ExamplesFor purposes of the ex-
member of the group (whether or not thés composed of those members that hawmples in this section, unless otherwise
group is a consolidated group), its dedudseen continuously affiliated with eachstated, all groups file consolidated re-
tions and losses are built-in losses undether for the 60 consecutive month perioturns, all corporations have calendar tax-
this section to the extent they are treateehding immediately before they becomeable years, the facts set forth the only cor-
as recognized built-in losses under sectiomembers of the group in which the loss iporate activity, value means fair market
382(h)(2)(B) (as modified by this sec-recognized. Amember remains a membeslue and the adjusted basis of each asset
tion). This paragraph (b) generally apeof the subgroup until it ceases to be affiliequals its value, all transactions are with
plies separately with respect to eachted with the loss member. For this puranrelated persons, and the application of
member, but see paragraph (c) of this sepese, the principles of §1.1502—-21(c)(2)any limitation or threshold under section
tion for circumstances in which it is ap-(iv) through (vi) apply with appropriate 382 is disregarded. The principles of this
plied on a subgroup basis. adjustments. section are illustrated by the following ex-
(2) Operating rules.Solely for pur- (3) Coordination of 60 month affilia- amples:
poses of applyl_ng _paragraph (b)(1) of thision requirement with t_he overlap ruld. Example 1. Determination of recognized builtin
sectlon,_the pr|nC|p_Ies of §_1.1502—94_(c))ne or more corporatlo_ns become MEM3s (i) Individual A owns all of the stock of P and
apply with appropriate adjustments, inbers of a group and are included in the d&- 1 has two depreciable assets. Asset 1 has an unre-
cluding the following: termination of a net unrealized built-inalized loss of $55 (basis $75, value $20), and asset 2
(i) Stock acquisitionA corporation is loss that is subject to the overlap rule dehas an unrealized gain of $20 (basis $30, value $50).
treated as having an ownership changeribed in paragraph (g)(1) of this sectiorf, 2¢quires all the stock of T from Individual A dur-

. ing Year 1, and T becomes a member of the P group.
under section 382(g) on the day the comh_en for purposes of paragr_aph (©)(2) op acquisition of T is not an ownership change as
poration becomes a member of a grouphis section, such corporations that beégefined by section 382(g). Paragraph (g) of this sec-
and no other events (e.g., a subsequeriime members of the group are treated asn does not apply because there is not an overlap
ownership change under section 382(d)aving been affiliated for 60 consecutivef the application of the rules contained in paragraph
while it is a member) are treated as causaonths with the common parent of thd@) of this section and section 382. _

. . . (ii) Under paragraph (b)(2)(i) of this section, and
ing an ownershlp_ c_h_ange. group and are also treated as having beg&ely for purposes of applying paragraph (b)(1) of
(ii) Asset acquisitionIn the case of an affiliated with any other members Whoyis section, T is treated as having an ownership
asset acquisition by a group, the assebave been affiliated or are treated as havrange under section 382(g) on becoming a member
and liabilities acquired directly from theing been affiliated with the common par-of the P group. Under paragraph (b)(1) of this sec-
same transferor (whether corporate cent at such time. The corporations ar®™ none of T's $55 of unrealized loss is treated as
. . . . . built-in loss unless T has a net unrealized built-in
non-corporate, foreign or domestic) purtreated as having been affiliated W|tr_1 SUC[lss under section 382(h)(3) on becoming a member
suant to the same plan are treated as théher members for the same period of the P group.
assets and liabilities of a corporation thaime that those members have been affili- (i) Under section 382(h)(3)(A), T has a $35 net
becomes a member of the group (and hased or are treated as having been affilinrealized built-in loss on becoming a member of
an ownership change) on the date of theted with the common parent. If two ofh® P group (($55) + $20 = (335)). Assume that this
L . ount exceeds the threshold requirement in section
acquisition. N _ more corporations becpme mempers 32(h)(3)(B). Under section 382(h)(2)(B). the en-
(iii) Recognized built-in gain or los&. the group at the same time, but this pargre amount of T's $55 unrealized loss is treated as a
loss that is included in the determinatiograph (c)(3) does not apply to every suchuilt-in loss to the extent it is recognized during the
of net unrealized built-in gain or loss andorporation, then immediately after theb-year recognition period described in section
that is recognized but disallowed or deeorporations become members of tha82("W(7). Under paragraph (b)(2)(iii) of this sec-
ferred (e.g., under 81.1502—20 or sectiogroup, and solely for purposes of para\tl-'vor.]’ the restriction under section 382(n)(1)(B)(1,
. I ) = ! ' ; hich limits the amount of recognized built-in loss
267) is not treated as a built-in loss unlesgraph (c)(2) of this section, the corporamat is treated as pre-change loss to the amount of
and until the loss would be allowed durtions to which this paragraph (c)(3) apthe net unrealized built-in loss, is inapplicable for
ing the recognition period without regarcblies are treated as having not beethis purpose. Consequently, the entire $55 of unre-
to the application of this section. Sectiomreviously affiliated with the corporations""'(':a‘igd'ousrf‘d(e”rc’t ;‘:zt :29h$(3t;5)(rl‘ftolf‘r;;]‘?s'zsgm')f?si
382(h)(_1)(!3)(ii) does not apply to the_ ex-to which this paragraph (c)(3) does nogum_in loss o ?he gxtsm it is recognized within 5
tent it limits the amount of recognizedapply. If the common parent has becomgars of T's becoming a member of the P group.
built-in loss that may be treated as a préehe common parent of an existing groupnder paragraph (a) of this section, a built-in loss is
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subject to the SRLY limitation under §1.1502—aggregate of P's net unrealized built-in gain of $18olidated taxable income is determined without re-
21(c)(1). and S's net unrealized built-in loss of $75, or an aggard to any consolidated net operating loss deduc-
(iv) Under paragraph (b)(2)(ii) of this section, thegregate net unrealized built-in loss of $65. (Theions under §1.1502-21(a).
built-in loss would similarly be subject to a SRLY stock of S owned by P is disregarded for purposes of (iv) The P group’s consolidated taxable income
limitation under §1.1502-21(c)(1) if T transferreddetermining the net unrealized built-in loss. Howthrough Year 3 is $60 when determined by reference
all of its assets and liabilities to a subsidiary of the Bver, any loss allowed on the sale of the stock withito only T's items. Under §1.1502-21(c), the SRLY
group in a single transaction described in sectiothe recognition period is taken into account in detefimitation for Year 3 is therefore $60.
351. To the extent the built-in loss is recognizeanining recognized loss.) Assume that the $65 net (v) Under paragraph (a) of this section, the $100
within 5 years of T’s transfer, all of the items con-unrealized built-in loss exceeds the threshold reduilt-in loss is treated as a current deduction for all
tributed by the acquiring subsidiary to consolidatedjuirement under section 382(h)(3)(B). purposes other than determination of the SRLY limi-
taxable income (and not just the items attributable to (iv) Under paragraphs (b)(1), (b)(2)(iii), and (c)tation under §1.1502-21(c). Consequently, a deduc-
the assets and liabilities transferred by T) are inef this section, a loss recognized during the 5-yedion for the built-in loss is allowed in Year 3 before
cluded for purposes of determining the SRLY limitatecognition period on an asset of P or S held on thEs loss carryover from Year 1 is allowed, but only
tion under §1.1502—-21(c)(1). day that P and S became members of the M groupt® the extent of the $60 SRLY limitation. None of
Example 2. Actual application of section 382 not built-in loss except to the extent the group estad-s Year 1 loss carryover is allowed because the
relevant.(i) Individual A owns all of the stock of P, lishes that such loss exceeds the amount by whidtilt-in loss ($100) exceeds the SRLY limitation for
and Individual B owns all of the stock of T. T hasthe adjusted basis of such asset on the day the me¥gar 3.
two depreciable assets. Asset 1 has an unrealizedr hecame a member exceeded the fair market (vi) The $40 balance of the built-in loss that is
loss of $25 (basis $75, value $50), and asset 2 has\ailue of such asset on that same day. If P sells asgét allowed in Year 3 because of the SRLY limita-
unrealized gain of $20 (basis $30, value $50). P buysfor $45 in Year 7 and recognizes a $10 loss, the efion is treated as a $40 net operating loss arising in
55 percent of the stock of T in January of Year 1, retire $10 loss is treated as a built-in loss under pard€ar 3 that is carried to other years in accordance
sulting in an ownership change of T under sectiographs (b)(2)(iii) and (c) of this section. If S sellswith the rules of 81.1502-21(b). The $40 net operat-
382(g). During March of Year 2, P buys the 45 perasset 3 for $10 in Year 7 and recognizes an $85 lo$8g loss is treated under paragraph (a) of this section
cent balance of the T stock, and T becomes a menhe entire $85 loss is treated as a built-in loss undapd §1.1502-21(c)(1)(ii) as a loss carryover or car-
ber of the P group. paragraphs (b)(2)(iii) and (c) of this section (not justyback from Year 3 that arises in a SRLY, and is sub-
(i) Although T has an ownership change for purthe $55 balance of the P subgroup’s $65 net unredpct to the rules of §1.1502-21 (including
poses of section 382 in Year 1 and not Year 2, Tiged built-in loss). §1.1502-21(c)) rather than this section. See also
joining the P group in Year 2 is treated as an owner- (v) The determination of whether P and S consti§1.1502-21(c)(1)(iilExample 4
ship change under section 382(g) solely for purposgste a SRLY subgroup for purposes of loss carry- (vii) The facts are the same as in paragraphs (i)
of this section. Consequently, for purposes of thigvers and carrybacks, and the extent to which builthrough (vi) of thisExample 4except that T has an
section, whether T has a net unrealized built-in l0S§ |osses are not allowed under the SRLY limitation@dditional built-in loss when it joins the P group
under section 382(h)(3) is determined as if the day iE made under §1.1502-21(c). which is recognized in Year 4. For purposes of deter-
joined the P group were a change date. Example 4. Computation of SRLY limitatigi). Mining the SRLY limitation for these additional
Example 3. Determination of a recognized builtindividual A owns all of the stock of P, the commonl0sses in Year 4 (or any subsequent year), the $60 of
in loss of a subgrouii) Individual Aowns all of the  parent of a consolidated group. During Year 1, Indibuilt-in loss allowed as a deduction in Year 3 is
stock of P, S, and M. P and M are each common pajijual A forms T by contributing $300 and T sus-treated under paragraph (a) of this section as a de-
ents of a consolidated group. During Year 1, P aGains a $100 net operating loss. During Year 2, T'guction in Year 3 that reduces the P group’s consoli-
quires all of the stock of S from Individual A, and Szssets decline in value to $100. At the beginning éfated taxable income when determined by reference
becomes a member of the P group. P’s acquisition §kar 3, P acquires all the stock of T from Individualto only T's items.
S is not an ownership change as defined by sectiol and T becomes a member of the P group with a Example 5. Built-in loss exceeding consolidated
382(g). At the beginning of Year 7, M acquires all ofyet unrealized built-in loss of $100. P’s acquisitiorfaxable income in the year recogniz€iindividual
the stock of P from Individual A, and P and S beyt T is not an ownership change as defined by seéowns all of the stock of P-and T. During Year 1, P
come members of the M group. M's acquisitions ofjon 382(g). Assume that $100 exceeds the threshof§auires all the stock of T from Individual A, and T
Pand S are also not ownership changes as definggyirements of section 382(h)(3)(B). During YeaPecomes a member of the P group. P's acquisition of
by section 382(g). At the time of M’s acquisition of3‘ T recognizes its unrealized built-in loss as a $10b was not an ownership change as defined by sec-
the P stock, P has (disregarding the stock of S) a$%@dinary loss. The members of the P group confion 382(g). At the time of acquisition, T has a non-
net unrealized built-in gain (two depreciable assetgip te the following net income to the consolidatef@pital asset with an unrealized loss of $45 (basis
asset 1 with a basis of $35 and a value of $55, apgyapie income of the P group (disregarding T's rec?100, value $55), which exceeds the threshold re-
asset 2 with a basis of $55 and a value of $45), andoﬁnized built-in loss and any consolidated net opeguirements of section 382(h)(3)(B). During Year 2,
has a $75 net unrealized built-in loss (two depreciaamng loss deduction under §1.1502-21) for Years % sells its asset for $55 and recognizes the unreal-

ble assets, asset 3 with a basis of $95 and a valuefy 4. ized built-in loss. The P group has $10 of consoli-
$10, and asset 4 with a basis of $10 and a value of dated taxable income in Year 2, computed by disre-
$20). Year 3 Year 4 Total garding T's recognition of the $45 built-in loss and
(i) Under paragraph (c) of this section, P and $ group $100 $100 $200 the consolidated net operating loss deduction, while
compose a subgroup on becoming members of th¢without T) the consolidated taxable income would be $25 if de-
M group because P and S were continuously affiliT $60 $40 $100 termined by reference to only T’s items (other than
ated for the 60 month period ending immediately becT $160 $140 $300 the $45 loss).
fore they became members of the M group. Conse- (i) T's $45 loss is recognized in Year 2 and,

quently, paragraph (b) of this section does not apply (i) Under paragraph (b) of this section, T's $100under paragraph (b) of this section, constitutes a
to P and S separately. Instead, their separately co@rdinary loss in Year 3 (not taken into account in théuilt-in loss. Under paragraph (a) of this section and
puted unrealized gains and losses are aggregated ¢onsolidated taxable income computations above) &1.1502—21(c)(1)(ii), the loss is treated as a net op-
purposes of determining whether, and the extent & built-in loss. Under paragraph (a) of this sectiorgrating loss carryover to Year 2 for purposes of ap-
which, any unrealized loss is treated as built-in losthe built-in loss is treated as a net operating loss cagslying the SRLY limitation under §1.1502-21(c).
under this section and is subject to the SRLY limitaryover for purposes of determining the SRLY limita-  (iii) For Year 2, T's SRLY limitation is the aggre-
tion under §1.1502-21(c). tion under §1.1502-21(c). gate of the P group’s consolidated taxable income
(iii) Under paragraph (c) of this section, the P (iii) For Year 3, §1.1502-21(c) limits T's $100 through Year 2 determined by reference to only T's
subgroup has a net unrealized built-in loss on theuilt-in loss and $100 net operating loss carryovetems. For this purpose, consolidated taxable income
day P and S become members of the M group, detdrom Year 1 to the aggregate of the P group’s consois determined by disregarding any built-in loss that
mined by treating the day they become members &ated taxable income through Year 3, determineid treated as a net operating loss carryover, and any
a change date. The net unrealized built-in loss is thwy reference to only T's items. For this purpose, corconsolidated net operating loss deductions under
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§1.1502-21(a). Consolidated taxable income so de- (ii) Overlap—(A) An overlap of the  (4) Subgroup rules.In general, in the
termined is $25. __application of paragraph (a) of this secease of built-in losses for which there is a
| (V) Under §1.1502-21(c), $25 of the $45 built-ing oy 5 the application of section 38SRLY subgroup and the corporations
oss could be deducted in Year 2. Because the P, . . . . .
group has only $10 of consolidated taxable incom®/ith respect to built-in losses occurs if goining the group at the time of the SRLY
(determined without regard to the $45), the $25 losgorporation becomes a member of a corvent also constitute a loss subgroup (as
creates a consolidated net operating loss of $15. Tig®lidated group (the SRLY event) withindefined in §1.1502-91(d)(2)), the princi-
loss is carried back or forward under the rules ofjy months of the change date of an owrples of this paragraph (g) apply to the
21:1155822_'2211(;?.)Ti?:I;Sbssics’rs;dtrggtdezr;:zrirsti’r']‘;sm “rship change giving rise to a sectioBRLY subgroup, and not separately to its
SRLY (see §1.1502-21(c)(L)(ii)) and therefore is nos82(a) limitation that would apply with members. However, paragraph (g)(1) of
subject to the SRLY limitation under §1.1502-21(cyespect to the corporation’s recognizethis section applies with respect to built-in
in any consolidated return year of the group tduilt-in losses (the section 382 event)losses only if—
which it is carried. The remaining $20 is treated asgrycept as provided in paragraph (g)(3) of (i) all members of the SRLY subgroup
loss carryover arising in a SRLY and is subject o thgy, s g ction, application of the overlapwith respect to those built-in losses are
limitation of 81.1502-21(c) in the year to which it is . . . .
carried. rule does not require that the size andiso included in a loss subgroup; and
composition of the corporation’s net unre- (ii) all members of a loss subgroup are
(e) Predecessors and successdfsr  alized built-in loss is the same on the datalso members of a SRLY subgroup with
purposes of this section, any reference tof the section 382 event and the SRLYespect to those built-in losses.
a corporation or member includes, as thevent. (5) Asset acquisitions Notwithstand-
context may require, a reference to a suc- (B) For special rules in the event thaing the application of this paragraph (g),
cessor or predecessor, as defined there is a SRLY subgroup and/or a losparagraph (a) of this section applies to

§1.1502-1(f)(4). subgroup as defined in §1.1502-91(d)(2asset acquisitions by the corporation that
(f) Built-in losses recognized by comwith respect to built-in losses, see parasccurs after the latter of the SRLY event
mon parent of group-(1) General rule. graph (g)(4) of this section. and the section 382 event. See, paragraph

Paragraph (a) of this section does not (3) Operating rules—(i) Section 382 (b)(2)(ii) of this section.
apply to any loss recognized by the groupvent before SRLY evelita SRLY event  (6) ExamplesThe principles of this
on an asset held by the common parent @tcurs on the same date as a section 3Baragraph (g) are illustrated by the fol-
the date the group is formed. Followingeavent or within the six month period bedowing examples:
an acquisition described in §1.1502ginning on the date of the section 382 e 1. Determination of subarou®. ndi
75(d)(2) or (3), references to the commoevent, paragraph (g)(1) of this section ap; dﬁgfﬁ‘;\fms' a|F;r$lgas£2koofs;, %T(ghg -
parent are to the corporation that was thglies beginning with the tax year that invey, 1. P acquires all of the stock of P1, and they file
common parent immediately before theludes the SRLY event. Paragraph (g)(19 consolidated return. In Year 3, P acquires all of the
acquisition. of this section does not apply, however, iftock of S, and S joins the P group. Individual B,
(2) Anti-avoidance rule.If a corpora- a corporation that would otherwise benrelated to Individual A, owns all of the stock of M
tion that becomes a common parent of subject to the overlap rule acquires asset8d K each the common parent of a consolidated
. . roup. Individual C, unrelated to either Individual A
group acquires assets with a net unrearom a person other than a member of the | svidual B. owns all of the stock of T.
ized built-in loss in excess of the threshgroup with a net unrealized built-in loss in i) At the beginning of Year 7, M acquires all of
old requirement of section 382(h)(3)(B)excess of the threshold requirement afie stock of P from Individual A, and, as a result, P,
(and thereby increases its net unrealizesection 382(h)(3)(B) (and thereby in-P1 and S become members of the M group. At the
built-in loss or decreases its net unreakreases its net unrealized built-in lossjme of M's acquisition of the P stock, P has a $15
ized built-in gain) prior to, and in antici- after the section 382 event, and before tl”téit unrealized builtn loss (dlsregarding the stock of
’ s ' ), P1 has a net unrealized built-in gain of $10, and
pation of, the formation of the group,SRLY event. S has a net unrealized built-in gain of $5.
paragraph (f)(1) of this section does not (ii) SRLY event before section 382 (jii) During Year 8, M acquires all of the stock of
apply. event. If a section 382 event occursT: and T joins the M group. At the time of M's ac-
(g) Overlap with section 382 (1) within the period beginning the day aﬁer%‘;'z'g?gf;th:t:hséoggé;gig ﬁ?$:;?agllzs(;253:;;2
General rule. The limitations provided in the SRLY event and ending six monthg, " .o Gock of M from Individual B, and the
§81.1502-21(c) and 1.1502-22(c) do nadfter the SRLY event, paragraph (g)(1) ofembers of the M consolidated group including P,
apply to recognized built-in losses or tdhis section applies starting with the firsP1, S, and T become members of the K group. At
loss carryovers or carrybacks attributableax year that begins after the section 38pe time of K's acquisition of the M stock, M has
to recognized built-in losses when the apevent. However, paragraph (g)(1) of thi§disregarding the stock of P and T) a $15 net unreal-

plication of paragraph (a) of this sectiorsection does not apply at any time if a cop28d built-in loss, P has a $20 net unrealized built-in

. ) . . . . ”“loss (disregarding the stock of P1), P1 has a net un-

results'ln an overlap with the applicatiorporation that otherwise vyould b_e subjeciealized built-in gain of $5, S has a net unrealized

of section 382. to paragraph (g)(1) of this section transsuilt-in loss of $35, and T has a $15 net unrealized

(2) Definitions—(i) Generally.For pur- fers assets with an unrealized built-in lossuilt-inloss. _ _

poses of this paragraph (g), the definitiont> another member of the group after the (V) M's acquisition of Pin Year 7 results in P, P1,

and nomenclature contained in sectioBRLY event, but before the section 3g2"% S Pecoming members ofthe M group (the SRLY
u . ! : : ’ . ~‘event). Under paragraph (c) of this section, P and P1

382, the regulations thereunder, andvent, unless the corporation recogniz&$mpose a SRLY built-in loss subgroup because

881.1502-90 through 1.1502-99 apply. the built-in loss upon the transfer. they have been affiliated for the 60 consecutive
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month period immediately preceding joining the M Example 2. Post-overlap acquisition of ass@}s. (h) Effective date-(1) In general.This
group. S 'is not a member of the subgrogp becausddividual A owns gll of the stock of P, .the' gommonsection genera”y applies to built-in losses
on becoming a member of the M group it had noparent of a consolidated group. B, an individual unfeCO nized in taxable vears for which the
been continuously affiliated with P and P1 for the 60elated to Individual A, owns all of the stock of T. T Y . y ;

month period ending immediately before it becaméas two depreciable assets. Asset 1 has an unrealii@d('_:‘ date (W'thOUF extensions) of the con-
a member of the M group. Consequently, §1.1502built-in loss of $25 (basis $75, value $50), and asss0lidated return is after June 25, 1999.
15 applies to S separately from the P and P1 suB-has an unrealized built-in gain of $20 (basis $3Q¢4owever—

group. value $50). During Year 3, P buys all of the stock of i) In the event that paraaraphs (f)(1

(v) Assuming that the $5 net unrealized built-inT from Individual B. On January 1, Year 4, P con- (d) 1) of thi ti pd 9 tp |( )t( )
loss of the P/P1 subgroup exceeds the threshold teibutes $80 cash and Individual A contributes ass@" (g)( )o _'S _Sec lon _O notapply to a
quirement under section 382(h)(3)(B), M’s acquisi3, a depreciable asset, with a net unrealized built-Rarticular built-in loss in the current
tion of P resulted in an ownership change of P and Rass of $45 (basis $65, value $20), in exchange for roup, then solely for purposes of apply-
witgigihe m(la_an_ing_ of se(o:ltion 38_2(g) thgt sub}j;ects Btolck in a transaction that is described in sectiomg paragraph (a) of this section to deter-
and P1 to a limitation under section 382(a) (the seG51. - . __mine a limitation with respect to that
tion 382 event). Because, with respect to P and P1, (ii) P's acquisition of T results in T becoming a, .~ . .
the SRLY event and the change date of the sectionember of the P group (the SRLY event) and alsBuilt-in IOS_S and with re_spect to which t_he
382 event occur on the same date and because tesults in an ownership change of T, within théSRLY register (consolidated taxable in-
loss subgroup and SRLY subgroup are coextensivejeaning of section 382(g), that gives rise to a limitacome determined by reference to only the
there is an overlap qf the applicati_on of the SRL\tion"L.mder section 382(a) (the section 382 event). member’s (or subgroup's) items of in-
rules and the application of the section 382. (i) Because the SRLY event and the change date m in. deduction or | b nin

(vi) S was not a loss corporation because it didf the section 382 event occur on the same datgp €, gain, deduc _O o OSS) €ga a
not have a net operating loss carryover, or a net uthere is an overlap of the application of the srLYi@xable year for which the due date of the
realized built-in loss, and therefore, M’s acquisitiorrules and the application of section 382. Consd-eturn was on or before June 25, 1999),
of P did not result in an ownership change of Sjuently, under paragraph (g) of this section, the limparagraph (c)(3) of this section shall not
within the meaning of section 382(g). S, therefore igation under paragraph (a) of this section does ”%{pply' and
not subject to the overlap rule of paragraph (g) cdpply to T's net unrealized built-in loss when it (ii) ,FOI’ purposes of paragraph (g) of
this section. joined the P group. ) . _

(vii) M's acquisition of T resulted in T becoming  (iv) Individual A's Year 4 contribution of a depre- this section, only an ownership change to
a member of the M group (the SRLY event). Asciable asset occurred after T was a member of theWhich section 382(a) as amended by the
sum(ijngttr:]att:s $rj1-5|38t unrgalized tbuilt;jin loss ?xgros;;. Altssurlning that tZe ?hm(#]nt Or: t|:|e net ‘unrea’r[t-ax Reform Act of 1986 applies shall
ceeds the threshold requirement under sectiomed built-in loss exceeds the threshold requireme . -
382(h)(3)(B), M’s acquisition of T also resulted inof section 382(h)(3)(B), the sale of asset 3 within thrt(al’onStltUt_e a septlon 382 event_'
an ownership change of T within the meaning ofecognition period is subject to the SRLY limitation  (2) Pr|0r_ periods. For certain taxable
section 382(g) that subjects T to a limitation undeof paragraphs (a) and (b)(2)(ii) of this section. years ending on or before June 25, 1999,
S(_ection 382(a) (the section 382 event). Because, Example 3. Overlap rulgi) Individual Aowns see §1.1502-15T in effect prior to June
with respect to_T, the SRLY event and the chang_all of the stock of P, t_he_c_ommon parent of a co_n_sob5, 1999, as contained in 26 CFR part 1
date of the section 382 event occur on the same daiated group. B, an individual unrelated to Individ- . d April 1. 1999 licabl
there is an overlap of the application of the SRLYual A, owns all of the stock of T. T has two depre—revIse prit-L, » as applicable.
rules and the application of section 382 within theiable assets. Asset 1 has an unrealized loss of S;%i
meaning of paragraph (g) of this section. (basis $75, value $20), and asset 2 has an unreali -1502-15T [Removed]

(viii) K's acquisition of M results in the members gain of $30 (basis $30, value $60). On February 28 . .
of the M consolidated group, including T, P, P1, andf Year 2, P purchases 55% of T from Individual B. Par. 5. Sectlc_)n 1.1502-15T I_S removed.
S, becoming members of the K group (the SRLYOn June 30, of Year 2, P purchases an additional Par. 6. Section 1.1502-21 is added to
event). Because T, P, and P1 were each included 36% of T from Individual B. read as follows:
the determination of a net unrealized built-in loss (ii) The February 28 purchase of 55% of T is a
that was subject to the overlap rule described isection 382 event because it results in an ownershll.1502—21 Net operating losses.
paragraph (g)(1) of this section when they each behange of T that gives rise to a section 382(a) limita-
came members of the M group, they are deemdibn. The June 30 purchase of 35% of T results in T (a) Consolidated net operating loss de-
undgr paralgra?fq (c)((jS) o; t’\r}:sf se(;]tion to hav;]e beszcLoYming a member of the P group and is thereforedfy ction. The consolidated net operating
continuously affiliated with M for the 60 month pe- SRLY event. _loss deduction (or CNOL deduction) for
riod ending immediately before becoming a member (iii) Because the SRLY event occurred within six . i
of the M group, notwithstanding their actual affilia-months of the change date of the section 382 eve@y consolidated retum year 1s the aggre-
tion history. As a result, M, T, P, and P1 compose there is an overlap of the application of the SRLYgate of the net operating loss carryovers
SRLY built-in loss subgroup under paragraph (c)(2jules and the application of section 382, and parand carrybacks to the year. The net oper-
of this section. K's iacquisi.tion of Mis npt subject tograph (a) gf Fhisf section does not apply. Thereforeating loss carryovers and carrybacks con-
paragraph (g) of this section because it does not rite SRLY limitation does not apply to any of the $55 . t of
sult in a section 382 event. loss in asset 1 recognized by T after T joined the pist Ol— . .

(iX) S, however, is not a member of the subgroup. See §1.1502-94 for rules relating to the ap- (1) Any CNOLs (as defined in para-
group under paragraph (c)(2) of this section. Beplication of section 382 with respect to T's $25 unregraph (e) of this section) of the consoli-
cause S was not included in the determination of @ized built-in loss. dated group; and
net unrealized built-in loss that was subject to the Example 4. Overlap rule-Fluctuation in valu@. ;

S . (2) Any net operating losses of the
overlap rule described in paragraph (g)(1) of thiThe facts are the same asErample 3except that b L
section when it joined the M group, S is treated aky June 30, of Year 2, asset 1 had declined in valff€mbers arlsmg_ln separate return years.
becoming an affiliate of M on the date it joined theby a further $10. Thus asset 1 had an unrealized loss (b) Net operating loss carryovers and
M group. Furthermore, under paragraph (c)(3) obf $65 (basis $75, value $10), and asset 2 had an warrybacks to consolidated return and
t_his st_at;tign, i Ii:)sldeen;etllto h_a_ve_ bfjglﬁn 'i\tAs affiliaealli_zeéj gain of $30 (bas;s $30;c vslue $6_0). . separate return yearsNet operating
tion with P an on the date it J(_)lne the M group. (ii) Because paragrap (a_l) of this s’ect|on _oes_n%sseS of members arising during a con-
Consequently, 81.1502-15 applies to S separatedypply, the further decrease in asset 1's value is disre-""" g
to the extent its built-in loss is recognized with thegarded. Consequently, the results are the same as&ﬁ“dat_ed retum_ year are taken into ac-
recognition period. Example 3 count in determining the group’s CNOL
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under paragraph (e) of this section for thgiarting a subgroup, see paragraph (c)(2)- (v) ExamplesFor purposes of the ex-
year. Losses taken into account in detefvii) of this section. amples in this section, unless otherwise
mining the CNOL may be carried to other (B) Offspring rule.In the case of a stated, all groups file consolidated re-
taxable years (whether consolidated anember that has been a member continturns, all corporations have calendar tax-
separate) only under this paragraph (b). ously since its organization (determinedble years, the facts set forth the only cor-
(1) Carryovers and carrybacks gener-without regard to whether the member is porate activity, value means fair market
ally. The net operating loss carryoversuccessor to any other corporation), thealue and the adjusted basis of each asset
and carrybacks to a taxable year are deteTiNOL attributable to the member is in-equals its value, all transactions are with
mined under the principles of section 172juded in the carrybacks to consolidatednrelated persons, and the application of
and this section. Thus, losses permitted {@turn years before the member’s exisany limitation or threshold under section
be absorbed in a consolidated return yegénce. If the group did not file a consoli-382 is disregarded. The principles of this
generally are absorbed in the order of th@ated return for a carryback year, the loggaragraph (b)(2) are illustrated by the fol-
taxable years in which they arose, anghay be carried back to a separate retutiwing examples:
losses carried from taxab!e years er?dingar of the common parent under para- Example 1. Offspring ruldi) During Year 1, In-
on the same da.te' and which are availah aph (b)(2)(i) of this section, but only if 4yiqual A forms P and T, and they each file lasepa—
to offset consolidated taxable income fothe common parent was not a member @te return. P forms S on March 15 of Year 2, and P

the year, .general_ly. are absorbed 0N a PHdifferent consolidated group or of an afand S file a consolidated return. P acquires all the
rata basis. Additional rules providedsjiated group filing separate returns forstock of T from Individual A at the beginning of

under the Internal Revenue Code or redipe year to which the loss is carried or ang‘ear 3, and T becomes a member of the P group. P’s

lations also apply. See, e.g., sectio . ~acquisition of T is not an ownership change within
PPly g gUbsequent year in the CarrybaCk Perioghe meaning of section 382. P, S, and T sustain a

382()(2)(B) (if losses are carried from the- | 1oing an acquisition described ing1,100 CNOL in Year 3 and, under paragraph
same taxable year, losses subject to limgy 1505_75(4)(2) or (3), references to thé)(2)(iv) of this section, the loss is attributable $200
tation under section 382 are absorbed b dmmon parent are to the corporation that P $300 to S, and $600 to T.

(ii) Of the $1,100 CNOL in Year 3, the $500
mount of the CNOL that is attributable to P and S
(i) Equival - bl (%200 + $300) may be carried to P’s separate return
: . . ) Equivalent yearsTaxable years are in Year 1. Even though S was not in existence in
|Ilus_trat|on of pro rata _ab_sorptlon of Iosse%quivalent if they bear the same numericatar 1, the $300 amount of the CNOL attributable to
SUb]eCt to a SRLY Ilmltatlon relatlonshlp to the Consolldated return yeé may be carried back to P’s separate return in Year

(2) Carryovers and carrybacks of, '\ ion s enoL arises, counting forward® Pecause S (unlike T) has been a member of the P
CNOLs to separate return yeargi) In backward f h fthe | F iroup since its organization and P is a qualified par-
general.lf any CNOL that is attributable or bac a_r rom the year of the [oss. _0 nt under paragraph (b)(2)(ii)(B) of this section. To
xample, in the case of a member’s thirghe extent not absorbed in that year, the loss may

to a member may be carried to a separ 0 )
b ied to the P 's return in Year 2. Th
return year of the member, the amount aotfalxable year (which was a separate retutten be carried to the P group’s return in Year e

the CNOL that is attributable to the memyear) that preceded the Conso"dated retuﬁﬁoo a.mount of the CNOL attri’butable toTis a ngt
ber ie apportioned 10 the member (appoéear in which the loss arose, the equivzfperatmg loss carryback to T's separate return in

) ) Qvas the common parent immediately be-
tion under section 382). Sesxample Df fore the acquisition. a

paragraph (c)(1)(iii) of this section for an

Year 1, and if not absorbed in Year 1, then to Year 2.

tioned loss) and carried to the separate r Nt year is the third consolidated return Example 2. Departing membe(§. The facts are

turn year. If carried back to a separat¥ear preceding the consolidated returthe same as iixample 1in addition, on June 15 of
return year, the apportioned loss may nogear in which the loss arose. See paraear 4, P sells all the stock of T. The P group’s con-
be carried ,baCk to an equivalent or eagraph (b)(3)(|||) of this section for CertainSO"dated return for Year 4 includes the income of T

X ) hort taxable vears that are disregarded tiIHough June 15. T files a separate return for the pe-
lier, consolidated return year of the group? y 9 riod from June 16 through December 31.

if carried over to a separate return yeaf'@king this determination. - (i) $600 of the Year 3 CNOL attributable to T is

the apportioned loss may not be carried (iv) Amount of CNOL attributable to @ apportioned to T and is carried back to its separate
over to an equivalent, or later consoliimemberThe amount of a CNOL that isreturn in Year 1. To the extent the $600 is not ab-
dated return year of the group. For ruIe@ttribUtable to a member is determined b§orbed in T's separate return in Year 1 or Year 2, itis

" - fraction the numerator of which is thé:arried to the consolidated return in Year 4 before
permitting the reattribution of losses of & being carried to T's separate return in Year 4. Any

subsidiary to the common parent whe§€eparate net operating loss of the mer_nb&grtion of the loss not absorbed in T's Year 1 or Year
loss is disallowed on the disposition ofor the year of the loss and the denomingrr in the P group's Year 4 is then carried to T's sep-
subsidiary stock, see §1.1502-20(g).  tor of which is the sum of the separate netate return in Year 4.

(i) Special rules—(A) Year of depar- Operating losses for that year of all mem- Example 3. Offspring rule following acquisition.

. bers having such losses. For this pur OS@’Individual A owns all of the stock of P, the com-
ture from grouplf a corporation ceases to g purp mon parent of a consolidated group. In Year 1, B, an

be a member during a consolidated retufie separate net operating loss of a mermaividual unrelated to Individual A, forms T. P ac-

year, net operating loss carryovers attridoer is determined by computing theyires all of the stock of T at the beginning of Year
utable to the corporation are first carriedCNOL by reference to only the member’s, and T becomes a member of the P group. The P
to the consolidated return year, and onlitems of income, gain, deduction, androup has $200 of consoli(_jated taxable i.ncome i.n
the amount so attributable that is not adess, including the member’s losses an&ear 2, and $300 of _consolldated taxable income in
. . . . Year 3 (computed without regard to the CNOL de-
sorbed by the group in that year is carrleQeductlons actually absorbed by the 9rOUR ction). At the beginning of Year 4, T forms a sub-
to the corporation’s first separate returmn the taxable year (whether or not absigiary, v, in a transaction described in section 351.

year. For rules concerning a member desorbed by the member). The P group has a $300 consolidated net operating
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loss in Year 4, and under paragraph (b)(2)(iv) of thiseparate statement entitled “THIS IS ANhe group include only those years, in-
section, the loss is attributable entirely to Y. ELECTION UNDER SECTION 1.1502— cluding the year to which the loss is car-
$3(()"0)’ fgsnamgﬂg?;vtvﬁes 22;;25;;;%”?:”%2?;?21(b)(3)_(ii)(B) TO WAIVE THE PRE- ried, t_hat the member has been cpntinu-
loss attributable to Y, may be carried back to therﬁnsert first taxable year for which theously included in the group’s consolidated
group’s Year 2 consolidated return under paragrapfember (or members) was not a membeeturn, but exclude—
(b)(2)(ii)(B) of this section because Y has been ®f another group] CARRYBACK PE- (1) For carryovers, any years ending
member of the P group since its organization. To the|OD FOR THE CNOLSs attributable to after the year to which the loss is carried:;
extent not absorbed in that year, the loss may then ﬁﬁsert names and employer identificatiorand
carried to the P group’s consolidated return in Year .
number of members].” The statement (2) For carrybacks, any years ending
(3) Special rules—(i) Election to relin- must be filed with the acquiring consoli-after the year in which the loss arose; and
quish carrybackA group may make an ir- dated group’s original income tax return (D) The treatment under §1.1502-15 of
revocable election under sectiorfor the year the corporation (or corporaa built-in loss as a hypothetical net operat-
172(b)(3) to relinquish the entire carry-tions) became a member, and it must bag loss carryover in the year recognized
back period with respect to a CNOL forsigned by the common parent and each & solely for purposes of determining the
any consolidated return year. Except afie members to which it applies. limitation under this paragraph (c) with
provided in paragraph (b)(3)(ii)(B) of this (iii) Short years in connection withrespect to the loss in that year and not for
section, the election may not be mad#ransactions to which section 381(a) apany other purpose. Thus, for purposes of
separately for any member (whether oplies. If a member distributes or transfersletermining consolidated taxable income
not it remains a member), and must bassets to a corporation that is a membéor any other losses, a built-in loss al-
made in a separate statement entitldchmediately after the distribution orlowed under this section in the year it
“THIS IS AN ELECTION UNDER SEC- transfer in a transaction to which sectiomrises is taken into account.
TION 1.1502-21(b)(3)(i) TO WAIVE 381(a) applies, the transaction does not (ii) Losses treated as arising in SRLYS.
THE ENTIRE CARRYBACK PERIOD cause the distributor or transferor to havl a net operating loss carryover or carry-
PURSUANT TO SECTION 172(b)(3) a short year within the consolidated returback did not arise in a SRLY but is attrib-
FOR THE [insert consolidated returnyear of the group in which the transactiomitable to a built-in loss (as defined under
year] CNOLs OF THE CONSOLI- occurred that is counted as a separate ye&r.1502—15), the carryover or carryback
DATED GROUP OF WHICH Jinsert for purposes of determining the years tes treated for purposes of this paragraph
name and employer identification numbewhich a net operating loss may be carrieqc) as arising in a SRLY if the built-in loss
of common parent] IS THE COMMON (iv) Special status lossgfeserved] was not allowed, after application of the
PARENT.” The statement must be signed (c) Limitations on net operating lossSRLY limitation, in the year it arose. For
by the common parent and filed with thecarryovers and carrybacks from separat@n illustration, see §1.1502—-15(&xam-
group’s income tax return for the consoliteturn limitation years—(1) SRLY limita- ple 5 But see §1.1502-15(g)(1).
dated return year in which the loss arisedion—(i) General rule.Except as pro-  (iii) Examples.The principles of this
(i) Special elections-(A) Groups that vided in paragraph (g) of this section (reparagraph (c)(1) are illustrated by the fol-
include insolvent financial institutionsor lating to an overlap with section 382), thdowing examples:
i inquishi i regate of the net o [ -
s 0plcabl o lnQUENINg e eraGHEste of i Tt ORTalng oss 1Y cuamp 1. cmsmiionor i
; . > o . dividual A owns P. In Year 1, Individual A forms
tributable to insolvent financial institu- (or treated as arising) in SRLYs that are and T sustains a $100 net operating loss that is
tions, see §301.6402—7 of this chapter. included in the CNOL deductions for allcarried forward. P acquires all the stock of T at the
(B) Acquisition of member from an-consolidated return years of the grougpeginning of Year 2, and T becomes a member of the
other consolidated grouplf one or more under paragraph (a) of this section ma§ 9roup: The P group has $300 of consolidated tax-
. . le income in Year 2 (computed without regard to
members of a consolidated group benot exc_eed the aggregate _consolldat CNOL deduction). Such consolidated taxable in-
comes a member of another consolidatdéxable income for all consolidated returome would be $70 if determined by reference to
group, the acquiring group may make apears of the group determined by referenly T's items.
irrevocable election to relinquish, with re-ence to only the member’s items of in- (i) T's $100 net operating loss carryover from
spect to all consolidated net operatingome, gain, deduction, and loss. For thigear L arose in a SRLY. See 51.1502-1(N(2)(ii). P's
losses attributable to the member, the popurpose— a_chwsmon of_T was not an ownership change as de-
) ] ) . . . fined by section 382(g). Thus, the $100 net operat-
tion of the carryback period for which the (A) Consolidated taxable income isjng joss carryover is subject to the SRLY limitation
corporation was a member of anothecomputed without regard to CNOL de-in paragraph (c)(1) of this section. The SRLY limita-
group, provided that any other corporaeuctions; tiqn for Year 2 is consolidated thable income deter-
tion joining the acquiring group that was (B) Consolidated taxable income takeg'”ed by reference to only T's items, or $70. Thus,

o . : ) . , 70 of the loss is included und h (a) of
affiliated with the member immediatelyinto account the member's losses and d@. o .o Ooo S [REU0ed nee? patagrap @ o

S - . . . . . is section in the P group’s CNOL deduction for
before it joined the acquiring group is alsaluctions (including capital losses) actuyear 2.
included in the waiver. This election isally absorbed by the group in consoli- (iii) The facts are the same as in paragraph (i) of
not a yearly election and applies to altlated return years (whether or nothis Example 1 except that such consolidated tax-
losses that would otherwise be subject tabsorbed by the member); able income (computed without regard to the CNOL
back t f d (C) In computing consolidated t bl deduction and by reference to only T’s items) for
a} Carryback to a O_rmer group under $69' P g_ aled taxabl&ey; 5 is a loss (a CNOL) of $370. Because the
tion 172. The election must be made in Bncome, the consolidated return years &frLy limitation may not exceed the consolidated
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taxable income determined by reference to only T'¥ear 4 is reduced by T's $50 Year 2 SRLY loss al- Year 3 Year 4 Total

items, and such items aggregate to a CNOL, T's feady included in the CNOL deduction for Year 4.P group $100 $100 $200
100 net operating loss carryover from Year 1 is nothus, the absorption of Year 3 losses is as follows: (without T)

allowed under the SRLY limitation in Year 2. More- ~ Amount of P’s Year 3 losses absorbed = $120r 60 40 100
over, if consolidated taxable income (computed$120 + $20)x $70 = $60. CTI 160 140 300
without regard to the CNOL deduction and by refer- Amount of T's Year 3 losses absorbed = $20/

ence to only T’s items) did not exceed $370 in Yeaf$120 + $20)x $70 = $10. (if) Under 8§1.1502-15(a), T's $100 of ordinary

3, the carryover would still be restricted under para- (v) The absorption of $10 of T's Year 3 loss fur-l0ss in Year 3 constitutes a built-in loss that is sub-
graph (c) of this section in Year 3, because the agher reduces T's SRLY limitation to $10 ($70 of ini-ject to the SRLY limitation under paragraph (c) of
gregate consolidated taxable income for all consoliial SRLY limitation, reduced by the $60 net operatthis section. The amount of the limitation is deter-
dated return years of the group computed bing loss already included in the CNOL deductiongnined by treating the deduction as a net operating
reference to only T’s items would not be a positivdor Year 4 under paragraph (a) of this section). loss carryover from a SRLY. The built-in loss is
amount. (vi) P carries its remaining $60 Year 3 net operattherefore subject to a $60 SRLY limitation for Year
Example 2. Net operating loss carryove(is.In  ing loss and T carries its remaining $50 Year 3 néd. The built-in loss is treated as a net operating loss
Year 1, Individual A forms P, and P sustains a $40perating loss over to Year 5. Assume that, in Year Barryover solely for purposes of determining the ex-
net operating loss that is carried forward. P has nibie P group has $90 of consolidated taxable incontent to which the loss is not allowed by reason of the
income in Year 2. Individual A also owns T which (computed without regard to the CNOL deduction)SRLY limitation, and for all other purposes the loss
sustains a net operating loss of $50 in Year 2 that ®e group’s CTI determined by reference to only T’semains a loss arising in Year 3. Consequently, under
carried forward. P acquires the stock of T from Indiitems is a CNOL of $4. For Year 5, the CNOL de-paragraph (b) of this section, the $60 allowed under
vidual A during Year 3, but T is not a member of theduction is $66, which includes $60 of P's Year 3 losthe SRLY limitation is absorbed by the P group be-
P group for each day of the year. P and T file sepand $6 of T's Year 3 loss (the aggregate consolidatédre T's $100 net operating loss carryover from Year
rate returns and sustain net operating losses of $12xable income for Years 4 and 5 determined by rett is allowed.
and $60, respectively, for Year 3. The P group filegrence to T’s items, or $66, reduced by T's SRLY (iii) Under §1.1502-15(a), the $40 balance of the
consolidated returns beginning in Year 4. Durindosses actually absorbed by the group in Year 4, dwilt-in loss that is not allowed in Year 3 because of
Year 4, the P group has $160 of consolidated taxab&§0). the SRLY limitation is treated as a $40 net operating
income (computed without regard to the CNOL de- Example 3. Net operating loss carrybaciy.P  loss arising in Year 3 that is subject to the SRLY lim-
duction). Such consolidated taxable income wouldwns all of the stock of S and T. The members of thigation because, under paragraph (c)(1)(ii) of this
be $70 if determined by reference to only T's itemsP group contribute the following to the consolidatedection, Year 3 is treated as a SRLY, and is carried to

These results are summarized as follows: taxable income of the P group for Years 1, 2, and 3pther years in accordance with the rules of para-
graph (b) of this section. The SRLY limitation for

Separate/ _ Year 1 Year 2 Year 3 Total vear 4 is the P group’s consolidated taxable income

Separate Separate Affiliated Consolidated, $100 $60 $80 $240 for Year 3 and Year 4 determined by reference to
Yearl Year2  Year3 Year4 o 20 20 30 70 only T's items and without regard to the group’s

P $(40) $0 $(120) $90 T 30 10 (50) (10) CNOL deductions ($60 + $40), reduced by T's loss

T 0 (50) (60) 70 CTI 150 90 60 300 actually absorbed by the group in Year 3 ($60). The

CTI 160 SRLY limitation for Year 4 is $40.

(ii) P sells all of the stock of T to Individual Aat  (iv) Under paragraph (c) of this section and the

(i) P's Year 1, Year 2, and Year 3 are not SRLYghe beginning of Year 4. For its Year 4 separate reyinciples of section 172(b), $40 of T's $100 net op-
with respect to the P group. See 81.1502—-1(f)(2)(ifurn year, T has a net operating loss of $30. erating loss carryover from Year 1 is included in the
Thus, P's $ 40 net operating loss arising in Year 1 (iii) T's Year 4 is a SRLY with respect to the P CNOL deduction under paragraph (a) of this section
and $120 net operating loss arising in Year 3 are ngtoup. See §1.1502-1(f)(1). T's $30 net operating, Year 4.
subject to the SRLY limitation under paragraph (c)oss carryback to the P group from Year 4 is not al- Example 5. Dual SRLY registers and accounting
of this section. Under the principles of section 172owed under paragraph (c) of this section to be infpr SRLY losses actually absorbéil.In Year 1, T
paragraph (b) of this section requires that the losduded in the CNOL deduction under paragraph (a&dystains a $ 100 net operating loss and a $50 net cap-
arising in Year 1 be the first loss absorbed by the &f this section for Year 1, 2, or 3, because the Ry |oss. At the beginning of Year 2, T becomes a
group in Year 4. Absorption of this loss leaves $12@roup’s consolidated taxable income would not be gember of the P group in a transaction that does not
of the group’s consolidated taxable income availablpositive amount if determined by reference to onlyesylt in an ownership change under section 382(g).
for offset by other loss carryovers. T's items for all consolidated return years througtgoth of T's carryovers from Year 1 are subject to

(iii) T's Year 2 and Year 3 are SRLYs with respectyear 4 (without regard to the $30 net operating l0SS§R| Y |imits under this paragraph (c) and §1.1502—
to the P group. See §1.1502-1(f)(2)(ii). P’s acquisiThe $30 loss is carried forward to T's Year 5 anctz(c). The members of the P group contribute the
tion of T was not an ownership change as defined bsucceeding taxable years as provided under the Ifsllowing to the consolidated taxable income for
section 382(g). Thus, T's $50 net operating loss arisernal Revenue Code. Years 2 and 3 (computed without regard to T's
ing in Year 2 and $60 net operating loss arising in  Example 4. Computation of SRLY limitation forcNOL deduction under this section or net capital
Year 3 are subject to the SRLY limitation. Underbuilt-in losses treated as net operating loss carryyygg carryover under §1.1502—-22):
paragraph (c)(1) of this section, the SRLY limitationovers.(i) Individual A owns P. In Year 1, Individual

for Year 4 is $70, and under paragraph (b) of thi# forms T by contributing $300 and T sustains a P T

section, T's $50 loss from Year 2 must be include®100 net operating loss. During Year 2, T's assets Year 1 (SRLY)

under paragraph (a) of this section in the P group@ecline in value by $100. At the beginning of Year 3,  Ordinary (100)

CNOL deduction for Year 4. The absorption of thisP acquires all the stock of T from Individual A, and  Capital (50)

loss leaves $70 of the group’s consolidated taxablEbecomes a member of the P group in a transaction Year 2

income available for offset by other loss carryoversthat does not result in an ownership change under Ordinary 30 60
(iv) P and T each carry over net operating lossesection 382(g). At the time of the acquisition, Thas a  Capital 0 (20)

to Year 4 from a taxable year ending on the sanf&100 net unrealized built-in loss, which exceeds the Year 3

date (Year 3). The losses carried over from Year Bireshold requirements of section 382(h)(3)(B).  Ordinary 10 40

total $180. Under paragraph (b) of this section, thBuring Year 3, T recognizes its unrealized loss as a Capital 0 30

losses carried over from Year 3 are absorbed on$100 ordinary loss. The members of the P group

pro rata basis, even though one arises in a SRLY andntribute the following to the consolidated taxable (ii) For Year 2, the group computes separate
the other does not. However, the group cannot ailmcome of the P group for Years 3 and 4 (compute8RLY limits for each of T's SRLY carryovers from
sorb more than $20 of T's $60 net operating loswithout regard to T’s recognition of its unrealizedYear 1. The group determines its ability to use its
arising in Year 3 because its $70 SRLY limitation foloss and any CNOL deduction under this section): capital loss carryover before it determines its ability
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to use its ordinary loss carryover. Under sectiopelevant consolidated return years (as prokhat was part of the subgroup with respect
1212, because the group has no Year 2 capital galded in paragraph (c)(1)(i)(C) of this secto the loss determined under §1.1502—
'\t(e?nlnr?;tizsp?{; g;g gsg 'tfé g)rziifs'\?e:f;rcih;ﬁon). For an illustration of aggregatel5(c)(2) immediately before the members
idated net capital loss (all of which is attributable t@Mounts during the relevant consolidatedecame members of the group. The prin-
T) are carried over to Year 3. return years following the year in which eciples of paragraphs (c)(2)(i) and (ii) of
(iiiy Under this section, the aggregate amount ofnember of a SRLY subgroup ceases to kihis section apply to determine the SRLY
;anigg Sstir?c'?s&aeté”ﬁ] 't‘?;sgzg{o(‘j’:;fcct’i?nﬁa&]a member of the group, see paragrapfubgroup for the built-in loss that is,
group for Year 2 may not exceed $60 — the amoure(p)(Z)(viii) Example 4of this section. A under paragraph (c)(1)(ii) of this section,
of the consolidated taxable income computed by rePRLY subgroup may exist only for a cartreated as arising in a SRLY with respect
erence only to T's items, including losses and dedu¢yover or carryback arising in a year thato the group in which the loss is recog-
tions to the extent actually absorbed (i.e., $60 of s not a SRLY (and is not treated as aized. For this purpose and as the context
ordinary income for Year 2). Thus, the group maygp) v ynder paragraph (c)(1)(ii) of thisrequires, a reference in paragraphs

include $60 of T's ordinary | from Vi . . : . ) .
include $60 of T's ordinary loss carryover from earsect|on) with respect to another group (thé)(2)(i) and (ii) of this section to a group

1inits Year 2 CNOL deduction. T carries over its re=
maining $40 of its Year 1 loss to Year 3. former group), or for a carryover that wa®r former group is a reference to the sub-
(iv) For Year 3, the group again computes sepasubject to the overlap rule described igroup determined under 8§1.1502-
rate SRLY limits for each of T's SRLY carryovers paragraph (g) of this section or §1.150245(c)(2).
from Year 1. The group has consolidated net capitjig ) \yith respect to another group (the (iv) Principal purpose of avoiding or
gain (without taking into account a net capital Ios? . . N
carryover deduction) of $30. Under §1.1502—22(c)fOrmer group). A separate SRLY subgroupncreasing a SRLY limitatiorhe mem-
the aggregate amount of T's $50 capital loss carnys determined for each such carryover dvers composing a SRLY subgroup are not
over from Year 1 that may be included in computingarryback. A consolidated group may intreated as a SRLY subgroup if any of
the group’s consolidated net capital gain for all yearg|yde more than one SRLY subgroup anthem is formed, acquired, or availed of
of the group (here Years 2 and 3) may not exceegl o nher may be a member of more thamith a principal purpose of avoiding the
$30 (the aggregate consolidated net capital gain . . . ) .
computed by reference only to T's items, includin®N€® SRLY subgroup. Solely for purposespplication of, or increasing any limita-
losses and deductions actually absorbed (i.e., $30 @f determining the members of a SRLYtion under, this paragraph (c). Any mem-
capital gain in Year 3)). Thus, the group may includgubgroup with respect to a loss: ber excluded from a SRLY subgroup, if
$30 of T's Year 1 capital loss carryover in its compu- (j) Carryovers.In the case of a carry- excluded with a principal purpose of so
5?;';2 g;g;:iﬁI;d;tgspleéacsglta;a?ir};fg:ra;_iover, the SRLY subgroup is composed aivoiding or increasing any SRLY limita-
carries over its remaining $20 of its Year 1 loss t$h€ member carrying over the loss (théon, is treated as included in the SRLY
Year 4. The group carries over the Year 2 consoll0SS member) and each other member thstibgroup.
dated net capital loss to Year 4. was a member of the former group that (v) Coordination with other limitations.
(v) Under this section, the aggregate amount ghacomes a member of the group at thEhis paragraph (c)(2) does not allow a net

T's net operating loss carryover from Year 1 that . . .
P 9 y same time as the loss member. A membeperating loss to offset income to the ex-

may be included in the CNOL deduction of the ! . - . e
group for Years 2 and 3 may not exceed $100, whidiemains a member of the SRLY subgrougent inconsistent with other limitations or
is the amount of the aggregate consolidated taxabléntil it ceases to be affiliated with the lossestrictions on the use of losses, such as ¢
income for Years 2 and 3 determined by referencgnember. The aggregate determination déimitation based on the nature or activities
only to T's items, including losses and deductiongcined jn paragraph (c)(1) of this sectioof members. For example, any dual con-
actually absorbed (i.e., $60 of ordinary income in . . .
Year 2 plus $40 of ordinary income, $30 of Capitaf';md this pa_ragraph (c_)(2) mcludes the_sohdated loss may not reduce the taxable
gain, and $30 of SRLY capital losses actually ab@mounts of income, gain, deduction, anthcome to an extent greater than that al-
sorbed in Year 3). The group included $60 of T's orfoss of each member of the SRLY sublowed under section 1503(d) and
dinary loss carryover in its Year 2 CNOL deductiongroup for the consolidated return year§1.1503-2. See also §1.1502-47(q) (re-
It may include the remaining $40 of the carryover iy, ing which it remains a member of théating to preemption of rules for life-non-
its Year 3 CNOL deduction. . . .

SRLY subgroup. For an illustration of thelife groups).

(2) SRLY subgroup limitatiorin the aggregate determination of a SRLY sub- (vi) Anti-duplication.If the same item
case of a net operating loss carryover @roup, see paragraph (c)(2)(vikxample of income or deduction could be taken
carryback for which there is a SRLY sub-2 of this section. into account more than once in determin-
group, the principles of paragraph (c)(1) (ii) Carrybacks.n the case of a carry-ing a limitation under this paragraph (c),
of this section apply to the SRLY sub-back, the SRLY subgroup is composed ajr in a manner inconsistent with any other
group, and not separately to its memberghe member carrying back the loss (thprovision of the Internal Revenue Code or
Thus, the contribution to consolidatedoss member) and each other member oégulations incorporating this paragraph
taxable income and the net operating logbe group from which the loss is carriedc), the item of income or deduction is
carryovers and carrybacks arising (oback that has been continuously affiliatethken into account only once and in such
treated as arising) in SRLYs that are inwith the loss member from the year tonanner that losses are absorbed in accor-
cluded in the CNOL deductions for allwhich the loss is carried through the yeadance with the ordering rules in paragraph
consolidated return years of the group which the loss arises. (b) of this section and the underlying pur-
under paragraph (a) of this section are (iii) Built-in losses.In the case of a poses of this section.
based on the aggregate amounts of ifuilt-in loss, the SRLY subgroup is com- (vii) Corporations that leave a SRLY
come, gain, deduction, and loss of thposed of the member recognizing the lossubgroup. If a loss member ceases to be
members of the SRLY subgroup for th€the loss member) and each other membaeffiliated with a SRLY subgroup, the
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amount of the member’s remaining SRLY (iv) Inthe P group, S's $70 unrealized loss, if rectaxable income of the M group that may be offset by
loss from a specific year is determined b gnized within thg 5-yfeer1]r rgcognitio_n peg_od aftelr ?._he carryolver. See paragraph ED of this sgction. |

. . ecomes a member of the P group, is subject to limi- Example 2. Computation of SRLY subgroup limi-
multlplylng the ag,gregate of the unab_t tion under paragraph (c) of this section. Settion. (i)plndividual,zowns all of the stocl?of g T,
sorbed net operating loss carryovers c§§11.1502—15 and paragraph (c)(1)(ii) of this sectior and M. P and M are each common parents of a
the SRLY subgroup from that year by @ecause S was not continuously affiliated with P, Teonsolidated group. In Year 2, P acquires all the
fraction, the numerator of which is the nebr T1 for 60 consecutive months prior to joining thestock of S and T from Individual A, and S and T be-
operating loss carryover for that year thdt group, these cor.porations cannot be incl'uded indome members of the P group. For Year 3, the P
the member leaving the subgroup ha RLY subgroup with respect to S’s unrealized losgroup has a $45 CNOL, which is attributable to P,

hen it b ber of th In the P group. See paragraph (c)(2)(iii) of this secand which P carries forward. M is the common par-
when it became a member of the groURon. As a successor to S, Sl is included in a sulgnt of another group. At the beginning of Year 4, M

and the denominator of which is the aggroup with S in the P group, and because 100 pescquires all of the stock of P and the former mem-
gregate of the net operating loss carrysent of S1's stock is owned directly by corporationgers of the P group become members of the M
overs of the members of the SRLY subthat were members of the SRLY subgroup when thgroup. None of the transactions described above re-
group for that year when they joined th embers of the SRLY subgroup became members gfiited in an ownership change under section 382(g).

. e P group, its net positive income is not excluded (ji s year to which the loss is attributable, Year
group. The unabsorbed net operating Io%m the consolidated taxable income of the P grou, is a SRLY with respect to the M group. See

carryovers of the SRLY subgroup arehat may be offset by the built-in loss. See paragra¥h 1502-1(f)(1). However, P, S, and T compose a
those carryovers that have not been alf} of this section. SRLY subgroup with respect to the Year 3 loss

sorbed by the group as of the end of the (V) In the M group, S's $70 unrealized loss, ifynder paragraph (c)(2)(i) of this section because
taxable year in which the loss membelecodnized within the 5-year recognition periodyeqr 3 is not a SRLY (and is not treated as a SRLY)
leaves the group. after S becomes a member of the M group, is subjegfih respect to the P group. P's loss is carried over

to limitation under paragraph (c) of this section, he M , ; ;
o . ) i group’s Year 4 and is therefore subject to
(viii) Examples.The principles of this Pprior to becoming a member of the M group, S haghe SRLY subgroup limitation in paragraph (c)(2) of

paragraph (c)(2) are illustrated by the folbeen continuously affiliated with P (but not T or T1).is section.
lowing examples: for 60 consecutive months and__Sl is & successor that(iii) In Year 4, the M group has $10 of consoli-
. has rsmal;eg contlnuousl?/. afg"stﬁd_w'lth Sj Thof;_aated taxable income (computed without regard to
. !Example 1. Members of SRLY subgroypsin- me:n sr? a }? ne:)unrea ize ut;t-m ofssh|mme Ihe CNOL deduction for Year 4). Such consolidated
dividual A owns all of the stock of P, S, T and M Patedy elolrzotz elys ecez:me mem t:.lrs .o \t( e g;og%xable income would be $45 if determined by refer-
and M are_each common pa_rents of a consollda_tetlh er §P —-15(c). gnsequt_enta/, I,\r;I ear 7, X nce to only the items of P, S, and T, the members in-
group. During Year 1, P susains a $50 net operatifgl, and P compose & subgroup i the M 91oup Wil iy tre SRLY subgroup with respect fo P loss
oss. At the eg_lnmng or vear z, acquwes_a theespect to S5 unrealized 10ss. ecauge Wasc%:ilrryover. Therefore, the SRLY subgroup limitation
stock of S at a time when the aggregate basis of Ssember of the SRLY subgroup when it became a . - )
. under paragraph (c)(2) of this section for P’s net op-
assets exceeds their aggregate value by $70 andm®@mber of the M group and also because 100 per-_.. .
L , ; . . "“erating loss carryover from Year 3 is $45. Because
becomes a member of the P group. At the beginningent of S1's stock is owned directly by corporatlon? . .
; he M group has only $10 of consolidated taxable in-
of Year 3, P acquires all the stock of T, T has a $6that were members of the SRLY subgroup when the h ;
) . ) come in Year 4, however, only $10 of P’s net operat-
net operating loss carryover at the time of the acquinembers of the SRLY subgroup became members 0 L ’ ;
o . oo . INg loss carryover is included in the CNOL deduction
sition, and T becomes a member of the P grouphe M group its net positive income is not excludeannder aragraph (a) of this section in Year 4
During Year 4, S forms S1 and T forms T1, each bjfom the consolidated taxable income of the MNCEr paragrap ) )
o . - - ; . . ... (iv) In Year 5, the M group has $100 of consoli-
contributing assets with built-in gains which are, irgroup that may be offset by the recognized bunt-lraated taxable income (computed without regard to
the aggregate, material. S1 and T1 become membdoss. See paragraph (f) of this section. he CNOL deduction for v pl; Neith “P Sg -
of the P group. During Year 7, M acquires all of the (vi) In the P group, T’s $60 loss carryover arose inhe Lae U(; lon for Year ).d s' err ,lnor .
stock of P, and the members of the P group beconaeSRLY and is subject to limitation under paragrapRes any:lehms ohlnﬁome, gam, equtlon, orioss n
members of the M group for the balance of Year 7(c) of this section. P, S, and S1 were not members &F2" °- Although the members of the SRLY sub-
The $50 and $60 loss carryovers of P and T are cahe group in which T's loss arose and T's loss carnf"UP do not contribute to the $100 of consolidated
fied to Year 7 of the M group, and the value andver was not subject to the overlap rule described f*@ple income in Year 5, the SRLY subgroup limita-
basis of S's assets did not change after it becameparagraph (g) of this section with respect to the Bon for Year 5'is $35 (the sum of SRLY subgroup
member of the former P group. None of the transagroup (the former group). Thus, P, S, and S1 are ngpnslidated taxable income of $45 in Year 4 and $0
tions described above resulted in an ownershimembers of a SRLY subgroup with respect to the ¥! Year 5, less the $10 net operating loss carryover
change under section 382(g). carryover in the P group. See paragraph (c)(2)() dctually absork’Jed by the M group in Year 4). There-
(i) Under paragraph (c)(2) of this section, a sepathis section. As a successor to T, T1 is included in fQre, $35 of P's net operating loss carryover is in-
rate SRLY subgroup is determined for each loss caBRLY subgroup with T in the P group; and, becausgluded in the CNOL deduction under paragraph (a)
ryover and built-in loss. In the P group, P’s $50 los400 percent of T1's stock is owned directly by corpo®f this section in Year 5.
carryover is not treated as arising in a SRLY. Semtions that were members of the SRLY subgroup Example 3. Inclusion in more than one SRLY sub-
§1.1502—1(f). Consequently, the carryover is nothen the members of the SRLY subgroup becam@oup. (i) Individual A owns all of the stock of S, T,
subject to limitation under paragraph (c) of this secmembers of the P group, its net positive income i§ @nd M. S, P-and M are each common parents of a
tion in the P group. not excluded from the consolidated taxable incomgonsolidated group. At the beginning of Year 1, S ac-
(ii) In the M group, P’s $50 loss carryover isof the P group that may be offset by the carryovefuires all the stock of T from Individual A, and T be-
treated as arising in a SRLY and is subject to the linSee paragraph (f) of this section. comes a member of the S group. For Year 1, the S
itation under paragraph (c) of this section. A SRLY  (vii) In the M group, T's $60 loss carryover arosegroup has a CNOL of $10, all of which is attribut-
subgroup with respect to that loss is composed @f a SRLY and is subject to limitation under paraable to S and is carried over to Year 2. At the begin-
members which were members of the P group, thgraph (c) of this section. T and T1 remain the onlying of Year 2, P acquires all the stock of S, and S
group as to which the loss was not a SRLY. Thenembers of a SRLY subgroup with respect to thend T become members of the P group. For Year 2,
SRLY subgroup is composed of P, the member cacarryover. Because T1 was a member of the SRLthe P group has a CNOL of $35, all of which is at-
rying over the loss, and each other member of the fbgroup when it became a member of the M grouibutable to P and is carried over to Year 3. At the
group that became a member of the M group at trend also because 100 percent of T1's stock is own&gginning of Year 3, M acquires all of the stock of P
same time as P. Amember of the SRLY subgroup relirectly by corporations that were members of thand the former members of the P group become
mains a member until it ceases to be affiliated witlBRLY subgroup when the members of the SRLY submembers of the M group. None of the transactions
P. For Year 7, the SRLY subgroup is composed of group became members of the M group, its net positescribed above resulted in an ownership change
S, T, S1,and T1. tive income is not excluded from the consolidatedinder section 382(g).
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(i) P's and S's net operating losses arising irBRLY subgroup members’ items for all consolidatedyraph (f)(2)(ii) of this section, if a succes-
SRLYs with respect to the M group are subject toeturn years of the group through Year 3 (determinegyy’s jtems of income and gain exceed the
limitation under paragraph (c) of this section. P, Syvlthout regard to the CNOL deduction) is not a pos-successor,S items of deduction and loss
and T compose a SRLY subgroup for purposes afive amount. . . B
determining the limitation for P's $35 net operating (_nEt .p05|t|Ve 'nc_ome)1 then the net posi-
loss carryover arising in Year 2 because, under para- (ix) Application to other than loss car-tive income attributable to the successor
graph (c)(2)(i) of this section, Year 2 is not a SRLYryovers. Paragraph (g) of this section ands excluded from the computation of the
with respect to the P group. Similarly, S and T comyye syrase “or for a carryover that wasonsolidated taxable income of a SRLY
pose a SRLY subgroup for purposes of determmmg biect to th | le d ibed isubgro
the limitation for S’s $10 net operating loss carry- ubject to the Ove': ap ru_e escribed Isu g up. . , .
over arising in Year 1 because Year 1 is not a SRLRaragraph (g) of this section or §1.1502-. (||)_ ExcepFlonsA successor’'s net posi-
with respect to the S group. 15(g) with respect to another group (théive income is not excluded from the con-

(iiiy S and T are members of both the SRLY subformer group)” in paragraph (c)(2) of thissolidated taxable income of a SRLY sub-
group with respect to P’s losses and the SRLY su saction apply 0n|y to net operating losgroup if—

roup with respect to S’s losses. Under paragra . .
ave P pated IOcarryovers and net capital loss carryovers, (A) The successor acquires substan-

(c)(2) of this section, S's and T's items cannot be in* ) oo == :
cluded in the determination of the SRLY subgroug@nd not with respect to other tax attribtially all the assets and liabilities of its
limitation for both SRLY subgroups for the sameutes, such as credits. Accordingly, as theredecessor and the predecessor ceases |
consolidated return year; paragraph (c)(2)(vi) of thigontext may require, if another regulatiorexist;
Zﬁgg”{iﬂf;rﬁz;gig" t%;‘if]etol:Sc’sness'daer;tgigsg: d?'Ii?lferences this section and such other reg-(B) The successor was a member of the
the order of the taxable years in which they werbllation does not concern net operatingRLY subgroup when the SRLY subgroup
sustained. Because S's loss was incurred in Year 0SS carryovers or net capital loss carrymembers became members of the group;
while P's loss was incurred in Year 2, the items wilovers, then such reference does not in- (C) 100 percent of the stock of the suc-
be added in the determination of the consolidated|,de a reference to such paragraph @essor is owned directly by corporations
taxable income of the S and T SRLY subgroup to e'rbhrase that were members of the SRLY subgroup
able S’s loss to be absorbed first. The taxable in- ’ L . .
come of the P, S, and T SRLY subgroup is then com- (d) Coordination with consolidated re- when the SRLY subgroup members be-
puted by including the consolidated taxable incomgurn change of ownership limitation andcame members of the group; or
for the S and T SRLY subgroup less the amount dfransactions subject to old section 382 (D) The Commissioner so determines.
any net operating loss carryover of S that is aly1) Consolidated return changes of own- (g) Overlap with section 382-(1)
f;rr?f:yf;? applying this section to the S subgroul iy 1 5 consolidated return change ofGeneral rule. The limitation provided in
Example 4. Corporation ceases to be affiliated®WNnership occurred before January Iparagraph (c) of this section does not
with a SRLY subgroui) Individual A owns all of 1997, the principles of §1.1502—21A(djapply to net operating loss carryovers
the stock of Pand M. P and S are members of thegpply to determine the amount of the agiother than a hypothetical carryover de-
group and the P group has a CNOL of $30 in Year [y agate of the net operating losses attrilscribed in paragraph (c)(1)(i)(D) of this
all of which is attributable to P and carried over t?utable to old members of the group thasection and a carryover described in para
Year 2. At the beginning of Year 2, M acquires all o . . > - . : g
the stock of P, and P and S become members of thédy be included in the consolidated negraph (c)(1)(ii) of this section) when the
M group. P and S compose a SRLY subgroup witoperating loss deduction under paragrapipplication of paragraph (c) of this sec-
respect to P's net operating loss carryover. For Yega) of this section. For this purposetion results in an overlap with the applica-
2, consolidated taxable income of the M group Ole§1.1502—1(g) is applied by treating thation of section 382. For a similar rule ap-
termined by reference to only the items of P (an . . .
without regard to the CNOL deduction for Year 2) idate as the end of the year of change. plying in the case of net operating loss
$40. However, such consolidated taxable income of (2) Old section 382The principles of carryovers described in paragraphs
the M group determined by reference to the items d1.1502—21A(e) apply to disallow or re<(c)(1)(i)(D) and (c)(1)(ii) of this section,
both P and S is a loss of $20. Thus, the SRLY suljyce the amount of a net operating lossee §1.1502-15(g).
group limitation under paragraph ()(2) of this sect. 5.y gyer of a member as a result of a (2) Definitions—(i) Generally.For pur-
tion prevents the M group from including any of P’s . . . . L
net operating loss carryover in the CNOL deductiodransaction subject to old section 382.  poses of this paragraph (g), the definitions
under paragraph (a) of this section in Year 2, and P (€) Consolidated net operating loss.and nomenclature contained in section
carries the Year 1 loss to Year 3. Any excess of deductions over gross in382, the regulations thereunder, and
(ii) At the end of Year 2, P sells all of the S stockcome, as determined under §1.1502—11(881.1502—90 through 1.1502—-99 apply.
and S ceases (o be a member of the M group and ﬂﬁ/ithout regard to any consolidated net (ii) Overlap—(A) An overlap of the
P subgroup. For Year 3, consolidated taxable incom . . . . .
of the M group is $50 (determined without regard t®Perating loss deduction), is also referredpplication of paragraph (c) of this sec-
the CNOL deduction for Year 3), and such consolit0 as the consolidated net operating loggon and the application of section 382
dated taxable income would be $10 if determined bjor CNOL). with respect to a net operating loss carry-
reference to only items of P. However, the limitation () predecessors and successefd) over occurs if a corporation becomes a
under paragraph (€ of this section for Year 3 for P,jn eneral.For purposes of this section,member of a consolidated group (the
net operating loss carryover still prevents the 9 ) purp . b ’ ithi . gh f? h
group from including any of P's loss in the cNoL@NY reference to a corporation, mem eBRLY event) within six mc_)nt s of t e
deduction under paragraph (a) of this section. ThReOMmMon parent, or subsidiary, includesshange date of an ownership change giv-
limitation results from the inclusion of S's items foras the context may require, a reference tog rise to a section 382(a) limitation with

Year 2 in the determination of the SRLY subgroupy syccessor or predecessor, as definedrispect to that carryover (the section 382
limitation for Year 3 even though S ceased to be %l 1502_1(f)(4) event)

member of the M group (and the P subgroup) at the™" A . ’ . .

end of Year 2. Thus, the M group’s consolidated tax- (2) Limitation on SRLY subgroups(i) (B) If an overlap described in para-

able income determined by reference to only thé&seneral rule.Except as provided in para-graph (g)(2)(ii))(A) of this section occurs
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with respect to net operating loss carry- (5) ExamplesThe principles of this of T, and on August 31, Year 7, S acquires the re-
overs of a corporation whose SRLY evenparagraph (g) are illustrated by the fol-ma'_r_"”Tghzol\‘;f’ thT- L ourch 0% of T results
occurs within the six month period beginiowing examples: (i) The March 31 purchase of 40% of T resilts in

nina on the date of a section 382 event T becoming a member of the P group and is there-
N9 ! vert, Example 1. Overlap—Simultaneous Acquisitionfor® & SRLY event. The August 31 purchase of 20%

then an overlap is treated as also OCCUEs Individual A owns all of the stock of P, which in Of T is a section 382 event because it results in an
ring with respect to that corporation’s Nefm owns all of the stock of S. P and S file a consoRWnership change of T, under section 382(g), that

operating loss carryover that arises withiriated return. In Year 2, B, an individual unrelatedives rise to a section 382(a) limitation with respect

the period beginning with the section 3820 Individual A, forms T which incurs a $100 net op-0 the T carryover. o
event and ending with the SRLY event, ©rating loss for that year. At the beginning of Year 3, (iii) Because the SRLY event occurred within six
; acquires T. months of the change date of the section 382 event,

©) .For special rules in the event tha% (i) S's acquisition of T results in T becoming athere is an overlap of the application of the SRLY
there is a SRLY subgroup and/or a l0S§ember of the P group (the SRLY event) and alsgiles and the application of section 382 within the
subgroup as defined in §1.1502-91(d)(Xksults in an ownership change of T, within themeaning of this paragraph (g).
with respect to a carryover, see paragrap'freaning of section 382(g), that gives rise to a limita- (iv) Under this paragra_ph (g), the SRLY rules of
(9)(4) of this section. tic_Jr;] under sectLonT382(a) (the section 382 even?aragraphB(c)_of ‘thls.se;(ctlonsvzltlrl] apply toﬁthet:ear 7
. . . with respect to the T carryover. ax year. Beginning in Year e year after the sec-
(3) Operating rules—(i) Section 382 (iii) Bgcause the SRLY event and the change dation 382 event), any unabsorbed portion of the Year
event before SRLY evetiita SRLY event of the section 382 event occur on the same daté,net operating loss will not be subject to a SRLY
occurs on the same date as a section 3f2re is an overlap of the application of the SRLYimitation.
event or within the six month period be-+ules and the application of section 382. Example 5. Overlap—Coextensive subgroiips.
ginning on the date of the section 382 (iv) Consequently, under this paragraph (g), inndividual A owns all of the stock of S, which in turn
event, paragraph (g)(1) of this section a Year 3 the SRLY limitation does not apply to theowns all of the stock of T. S and T file a consoli-

i beginni ith the t that i p\?ear 2 $100 net operating loss. dated return beginning in Year 1. B, an individual
plies beginning wi € tax year thal IN- - example 2. Overlap—Section 382 event beforgnrelated to A, owns all of the stock of P, the com-

cludes the SRLY event. SRLY eventi) Individual A owns all of the stock of mon parent of a consolidated group. In Year 2, the S
(i) SRLY event before section 382, which in turn owns all of the stock of S. P and $roup has a $200 consolidated net operating loss

event_ If a Sectlon 382 event Occursﬂle a consolidated return. In Year l, B, an |nd|V|dwh|Ch is carried forward’ of which $100 is attribut-

within the period beginning the day aftelual unrelated to Individual A, forms T which incurs gpje to S, and $100 is attributable to T. At the begin-

A . a $100 net operating loss for that year. On Februawng of Year 3, the P group acquires all of the stock
the SRLY event and endmg SIX monthSZS of Year 2, S purchases 55% of T from Individuaps 5 from Individual A.

af_ter the_SRLY eYe”t' pa_ragraph (g)(l) 0B. on June 30, of Year 2, S purchases an additional (jj) ps acquisition of S results in S and T becom-
this section applies starting with the firs5% of T from Individual B. ing members of the P group (the SRLY event). With
tax year that begins after the section 382 (i) The February 28 purchase of 55% of T is gegpect to the Year 2 net operating loss carryover, S
event. section 382 event because it results in an ownersfyp]d T compose a SRLY subgroup under paragraph

. change of T, under section 382(g), that gives rise to 8)(2) of this section
(4) Subgroup rulesln general, in the section 382(a) limitation with respect to theTcarry-( X2 '

case of a net operating loss carryover ffer. The June 30 purchase of 35% of T resuilts in §1.1502-91(d)(1) with respect to the Year 2 net oper-
which there is a SRLY SUbgrOUp and &ecoming a member of the P group and is thel'(':‘forea?ing loss carryover. P’s acquisition also results in

loss subgroup (as defined in §1.1502SRLY event. an ownership change of S, the subgroup parent,

91(d)(1)), the principles of this paragraph (iif) Because the SRLY event occurred within Six, . ye meaning of section 382(g), that gives rise

months of the change date of the section 382 event, . . . . .
(9) apply to the SRLY subgroup, and N0 e is an overlapgof the application of the SRLYO 2 limitation under section 382(a) (the section 382

separately to its members. Howevelyles and the application of section 382. event) I\;Vith respehct thErlf( Year 2 cadm;‘ove;‘. d
paragraph (g)(1) of this section applies— (i) Consequently, under paragraph (g) of this 1) Because the eventand the change date

. ; Lo of the section 382 event occur on the same date
i i _section, in Year 2 the SRLY limitation does not ) S '
(') With respect to a carryover de there is an overlap of the application of the SRLY

scribed in paragraph (g)(2)(ii)(A) of this @R (0 the Year 1 $100 netoperaing 9ss. - s and the application of section 382 within the

ti v if Example 3. No overlap—Section 382 event b : P h  thi 8 B
secton only IT— fore SRLY event() The facts are the same asi- meaning of paragraph (g) of this section. Because

(A) All members of the SRLY sub- ample 2except that Individual B does not sell theth® S_RLY subgroup and the loss SUbeOUF’ are coex-
group with respect to that carryover aredditional 35% of T to S until September 30, Year 2{€NSIVe, under paragraph (g) of this section, the
also included in a loss subgroup with re- (i) The February 28 purchase of 55% of T is &' "m't_at'oln does not apply to the Year 2 $200
spect to that carryover; and section 382 event because it results in an ownersHj§t OPerating loss.

B) Al b fal b change of T, under section 382(g), that gives rise to a EX@mple 6. No Overlap—Different subgroufgs.
(B) Mem~Ders of a 0SS SUbGroUBseqiion 382(a) limitation with respect to the T carry!Ndividual B owns all of the stock of P, the common

with respect to that carryover are als@yer. The September 30 purchase of 35% of T r@arent of a consolidated group. P owns all of the

members of a SRLY subgroup with results in T becoming a member of the P group and &0ck of S and all of the stock of T. Individual A

spect to that carryover; and therefore a SRLY event. owns all of the stock of X, the common parent of an-
(i) With respect to a carryover de- (i) Because the SRLY event did not occur withinother consolidated group. In Year 1, the P group has

ived i h . £ thi six months of the change date of the section 382 $200 consolidated net operating loss, of which
scribed in paragraph (g)(2)(ii)(B) of t 'Sevent, there is no overlap of the application of th&100 is attributable to S and $100 is attributable to

section only if all members of the SRLYsRLy rules and the application of section 382. ConT. At the beginning of Year 3, the X group acquires
subgroup for that carryover are also mensequently, the Year 1 net operating loss is subject to2d of the stock of S and T from P and does not make
bers of a SRLY subgroup that has net oBRLY limitation and a section 382 limitation. an election under §1.1502-91(d)(4) (concerning an
erating loss carryovers described in para- Example 4. Overlap—SRLY event before sectigiection to treat the loss subgroup parent require-
h (g)(2)(ii)(A) of this section that are382 event.(i) P and S file a consolidated return. Sment as having been satisfied).
grap 9 has owned 40% of T for 6 years. For Year 6, T has an (ii) X’s acquisition of S and T results in S and T
y
subject to .the OYe”ap rule of paragrapRet operating loss of $500 that is carried forwardbecoming members of the X group (the SRLY
(9)(2) of this section. On March 31, Year 7, S acquires an additional 40%vent). With respect to the Year 1 net operating loss,

(i) S and T also compose a loss subgroup under
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S and T compose a SRLY subgroup under paragraph Year 1, D incurs a $100 net operating loss that §1.1502-91(d)(1). The loss subgroup does not in-
(c)(2) of this section. carried forward. At the beginning of Year 3, R acclude P because the only loss at the time of the sec-
(i) S and T do not bear (and are not treated aguires all of the stock of D. In Year 5, M acquires altion 382 event was subject to SRLY with respect to

bearing) a section 1504(a)(1) relationship. Thereforef the stock of R in a transaction that did not resulthe P group. See §1.1502-91(d)(1).

S and T do not qualify as a loss subgroup undeén an ownership change of R. (v) Because the SRLY event and the change date
§1.1502-91(d)(1). X’s acquisition of S and T results (i) R’s Year 3 acquisition of D results in D be- of the section 382 event occur on the same date and
in separate ownership changes of S and T, that gieceming a member of the R group (the SRLY eventjhe SRLY subgroup and loss subgroup are coexten-
rise to separate limitations under section 382(a) (thend also results in an ownership change of D, thaive with respect to the Year 1 net operating loss car-
section 382 events) with respect to each of S and Tgves rise to a limitation under section 382(a) (theyover, there is an overlap of the application of the
Year 1 net operating loss carryovers. See §1.1502-%®kction 382 event) with respect to D’s net operatingRLY rules and the application of section 382 within

(iv) The SRLY event and the change dates of thiss carryover. the meaning of paragraph (g) of this section. Thus,
section 382 events occur on the same date. How- (iii) Because the SRLY event and the change datge SRLY limitation does not apply to that carryover.
ever, paragraph (g)(1) of this section does not applyf the section 382 event occur on the same date, (vi) The Year 3 net operating loss, which arose
because the SRLY subgroup (composed of S and Tere is an overlap of the application of paragrapBetween the section 382 event and the SRLY event,
is not coextensive with a loss subgroup with respe¢t) of this section and section 382 with respect tgs a net operating loss described in paragraph
to the Year 1 carryovers. Consequently, the Year @'s net operating loss. Consequently, under thigg)(2)(ii)(B) of this section because it is the net oper-
net operating loss is subject to both a SRLY subparagraph (g), D’s Year 1 $100 net operating loss éﬁting loss of a corporation whose SRLY event occurs
group limitation and also separate section 382 limirot subject to a SRLY limitation in the R group. within the six month period beginning on the date of
tations for each of S and T. (iv) M’s Year 5 acquisition of R results in R and g section 382 event.

Example 7. No Overlap—Different subgroufs. D becoming members of the M group (the SRLY  (vii) With respect to the Year 3 net operating loss,
Individual A owns all of the stock of T and all of the event), but does not result in an ownership change pf 5 and T compose a SRLY subgroup under para-
stock of S, the common parent of a consolidateR or D that gives rise to a limitation under sectionyraph (c)(2) of this section. Because P, a member of
group. B, an individual unrelated to Individual A,382(a). Because there is no section 382 event, th& SRLY subgroup for the Year 3 carryover, is not
owns all of the stock of P, the common parent of arpplication of the SRLY rules and section 382 do nojjso a member of a SRLY subgroup that has net op-
other consolidated group. In Year 1, T has a net opverlap. Consequently, D's Year 1 $100 net operagyating loss carryovers described in paragraph
erating loss of $100 that is carried forward. At theng loss is subject to a SRLY limitation in the M (g)(2)(ii)(A) of this section (the Year 1 net operating
end of Year 2, S acquires all of the stock of T frongroup. loss), the Year 3 carryover is subject to a SRLY limi-
Individual A. In Year 3, the S group sustains a $200 (v) Because D's Year 1 net operating l0ss carmyggion in the M group. See paragraph (g)(4)(ii) of
consolidated net operating loss that is carried foever was subject to the overlap rule of paragraph (@his section.
ward. In Year 8, the P group acquires all of the stoctif this section when it joined the R group, under
of S from Individual A. §1.1502-21(c)(2) the SRLY subgroup with respect to (h) Effective date~(1) In general.This

(i) S's acquisition of T in Year 1 results in T be- that carryover includes all of the members of the %ection generally applies to taxable years
coming a member of the S group. The acquisitiorgroup that joined the M group at the same time as D). . .
however, did not result in an ownership change Example 9. Overlap—Interim loss€g. Individ- or which the due date (without exten-
under section 382(g). As a result, T's Year 1 net opsal A owns all of the stock of P and S, each the conions) of the consolidated return is after
erating loss is subject to SRLY within the S groupmon parent of a consolidated group. S owns all June 25, 1999. However—

At the end of Year 7, §1.1502-96(a) treats T's Year the stock of T, its only subsidiary. B, an individual (i) In the event that paragraph (g)(1) of
net operating loss as not having arisen in a SRL¥nrelated to Individual A, owns all of the stock ofthis section does not apply to a particular
with respect to the S group. Section 1.1502-96(a)/, the common parent of a consolidated group. In . .

however, applies only for purposes of §81.1502—-9Year 1, the S group has a $100 consolidated net oBet operating loss carryover in the current
through 1.1502-96 and §1.1502-98 but not for puerating loss. On January 1 of Year 2, P acquires ggroup, then solely for purposes of apply-
poses of this section. See §1.1502-96(a)(5). of the stock of S from Individual A. On January 1 oﬁng paragraph (C) of this section to deter-

(iify P's acquisition of S in Year 8 results in S andYear 3, M acquires 51% of the stock of P from Indiynine a limitation with respect to that car-
T becoming members of the P group (the SRLWidual A. On May 31 of Year 3, M acquires the re-ryover and with respect to which the
event). With respect to the Year 1 net operating losgjaining 49% of the stock of P from Individual A. . . .

S and T do not compose a SRLY subgroup undéfhe P group, for the Year 3 period prior to June ©RLY register (consolidated taxable in-
paragraph (c)(2) of this section. had a $50 consolidated net operating loss, and unde@me determined by reference to only the

(iv) S and T compose a loss subgroup undgraragraph (b)(2)(iv) of this section, the loss is attribmember’s or subgroup’s items of income,
§1.1502-91(d)(1) with respect to the Year 1 net opitable entirely to S. Other than the losses describ?bin, deduction or loss) began in a taxable
erating loss carryover. P’s acquisition of S results inbove, the P group does not have any other consoti- .
an ownership change of the loss subgroup, withidated net operating losses. year for which the due date of the return
the meaning of section 382(g), that gives rise to a (ii) In the P group, S's $100 loss carryover isWas on or before June 25, 1999), para-
subgroup limitation under section 382(a) (the sedreated as arising in a SRLY and is subject to the limgraph (c)(2) of this section shall be ap-
tion 382 event) with respect to that carryover. itation under paragraph (c) of this section. A SRLYplied without regard to the phrase “or for

(v) The SRLY event and the change date of theubgroup with respect to that loss is composed ofé carryover that was subject to the overlap
section 382 event occur on the same date. Howevend T, the members which were members of the . . .
under paragraph (g)(4) of this section, because tlggoup as to which the loss was not a SRLY. r_UIE described in paragra_lph (9) of this sec-
SRLY subgroup and the loss subgroup are not coex- (jii) M's January 1 purchase of 51% of P is a section or §1.1502-15(g) with respect to an-
tensive, T's Year 1 net operating loss carryover iion 382 event because it results in an ownershipther group (the former group)”; and
subject to a SRLY limitation. change of S and T that gives rise to a section 382(a) (ii) For purposes of paragraph (g) of

(vi) With respect to the Year 3 net operating loséimitation (the section 382 event) with respect to th?his section only an ownership Change to
carryover, S and T compose both a SRLY subgrouyear 1 net operating loss carryover. The purchase,, . L
and a loss subgroup under §1.1502-91(d)(1). Thulspwever, does not result in an ownership change Wh'Ch section 382(a), as amended by the
paragraph (g)(1) of this section applies and the B because it is not a loss corporation under sectiohaX Reform Act of 1986, applies shall
group’s Year 3 net operating loss carryover is nad82(k)(1). M’s May 31 purchase of 49% of P resultgonstitute a section 382 event.
subject to a SRLY limitation. in P, S, and T becoming members of the M group (2) SRLY limitationExcept in the case

Example 8. SRLY after overlaf). Individual A and. is thgrefore a SRLY event. _ of those members (including members of
owns all of the stock of R and M, each the common (iv) With respect to the Year 1 net operating loss, . .
parent of a consolidated group. B, an individual un$ and T compose a SRLY subgroup under paragragh SRLY subgroup) described in paragraph
related to Individual A, owns all of the stock of D.(c)(2) of this section and a loss subgroup undefh)(3) of this section, a group does not
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take into account a consolidated taxable (2) The consolidated net section 1231ion does not cause the distributor or
year beginning before January 1, 1997, igain for the year (determined undetransferor to have a short year within the

determining the aggregate of the consolg§1.1502-23); and consolidated return year of the group in
dated taxable income under paragraph (3) The net capital loss carryovers owhich the transaction occurred that is
(c)(1) of this section (including for pur- carrybacks to the year. counted as a separate year for purposes of

poses of 81.1502-15 and 81.1502-22(c)) (b) Net capital loss carryovers and car-determining the years to which a net capi-
for the members (or SRLY subgroups). rybacks—(1) In general.The determina- tal loss may be carried.

(3) Prior retroactive electionA consol- tions under section 1222, including net (ii) Special status lossgReserved]
idated group that applied the rules otapital loss and net short-term capital (c) Limitations on net capital loss car-
§1.1502-21T(g)(3) in effect prior to Jundoss, with respect to members during corryovers and carrybacks from separate re-
25, 1999, as contained in 26 CFR part dolidated return years are not made sepaxn limitation years.The aggregate of
revised April 1, 1999, to all consolidatedrately. Instead, consolidated amounts atée net capital losses of a member arising
return years ending on or after Januargetermined for the group as a whole(or treated as arising) in SRLYs that are
29, 1991, and beginning before January Losses included in the consolidated nencluded in the determination of consoli-
1997, does not take into account a consatapital loss may be carried to consolidated capital gain net income for all con-
idated taxable year beginning before Jartated return years, and, after apportiorsolidated return years of the group under
uary 29, 1991, in determining the aggrement, may be carried to separate retugparagraph (a) of this section may not ex-
gate of the consolidated taxable incomgears. The net capital loss carryovers anzked the aggregate of the consolidated
under paragraph (c)(1) of this section (incarrybacks consist of— capital gain net income for all consoli-
cluding for purposes of §1.1502-15 and (j) Any consolidated net capital losseslated return years of the group deter-
§1.1502-22(c)) for the members (0 the group; and mined by reference to only the member’s
SRLY subgr.oups). ) (i) Any net capital losses of the mem-tems of gain and loss from capital assets

(4) Offspring rule.Paragraph (b)(2)(i))- pers arising in separate return years.  as defined in section 1221 and trade or
(B) of this section applies to net operating (2) Carryovers and carrybacks gener-business assets defined in section
losses arising in taxable years ending Of\ly. The net capital loss carryovers and231(b), including the member’s losses
or after June 25, 1999. carrybacks to a taxable year are deteectually absorbed by the group in the tax-

(5) Waiver of carrybacksParagraph mined under the principles of sectiorable year (whether or not absorbed by the
(b)(3)(ii)(B) of this section (relating to the 1217 and this section. Thus, losses pemember). The principles of §1.1502—
waiver of carrybacks for acquired meMspitteq to be absorbed in a consolidated1(c) (including the SRLY subgroup prin-
bers) applies to acquisitions 0CCUITiNGetm year generally are absorbed in theiples under §1.1502—21(c)(2)) apply
after August 24, 1999. , order of the taxable years in which theyvith appropriate adjustments for purposes

(6) Prior periods. For certain taxable \yere systained, and losses carried froof applying this paragraph (c).
years ending on or before Juqe 25, 1998y able years ending on the same date,(d) Coordination with respect to con-
see §1.1502-21T n effc_ect prior 1o Jungn,q \hich are available to offset consolisolidated return change of ownership lim-
25’.1999' as contained in 26. CFR part (]jated capital gain net income, generallitation occurring in consolidated return
revised April 1, 1999, as applicable. are absorbed on a pro rata basis. Addyears beginning before January 1, 1997.
§1.1502-21T [Removed] tional rules provided under the Internalf a consolidated return change of owner-

Revenue Code or regulations also applghip occurred before January 1, 1997, the

Par. 7. Section 1.1502-21T is removedas well as the SRLY limitation underprinciples of §1.1502—-22A(d) apply to

Par. 8. Section 1.1502-22 is added tparagraph (c) of this section. See, e.gdetermine the amount of the aggregate of
read as follows: section 382(1)(2)(B). the net capital loss attributable to old

: . . (3) Carryovers and carrybacks of con-members of the group (as those terms are
§1.1502-22 Consolidated capital gain solidated net capital losses to separate redefined in §1.1502-1(g)), that may be in-
and loss. . . : ’
turn years.If any consolidated net capitalcluded in the net capital loss carryover

(a) Capital gain.The determinations 0ss that is attributable to a member maynder paragraph (b) of this section. For
under section 1222, including capital gaitpe carried to a separate return year undis purpose, §1.1502-1(g) is applied by
net income, net long-term capital gain"[he principles of §1.1502-21(b)(2), thereating that date as the end of the year of
and net capital gain, with respect to menmgmount of the consolidated net capitathange.
bers during consolidated return years af@ss that is attributable to the member is (e) Consolidated net capital losény
not made separately. Instead, consolidatégportioned and carried to the separate rexcess of losses over gains, as determined
amounts are determined for the group astarn year (apportioned loss). under paragraph (a) of this section (with-
whole. The consolidated capital gain net (4) Special rules—(i) Short years in out regard to any carryovers or carry-
income for any consolidated return year isonnection with transactions to whichbacks), is also referred to as the consoli-
determined by reference to— section 381(a) appliedf a member dis- dated net capital loss.

(1) The aggregate gains and losses tiibutes or transfers assets to a corporation (f) Predecessors and successdfer
members from sales or exchanges of caghat is a member immediately after thgurposes of this section, the principles of
tal assets for the year (other than gairdistribution or transfer in a transaction tg1.1502—-21(f) apply with appropriate ad-
and losses to which section 1231 appliesyyhich section 381(a) applies, the transagustments.
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(g) Overlap with section 383-(1) after the SRLY event, paragraph (g)(1) ofvhich section 383, as amended by the Tax
General rule.The limitation provided in this section applies starting with the firsReform Act of 1986, applies and which
paragraph (c) of this section does naix year that begins after the section 38%sults in a section 382 limitation shall
apply to net capital loss carryovers ((othegvent. constitute a section 383 event.
than a hypothetical carryover like those (4) Subgroup rulesln general, in the (2) Prior periods. For certain taxable
described in §1.1502-21(c)(1)(i)(D) and &ase of a net capital loss carryover foyears ending on or before June 25, 1999,
carryover like those described inwhich there is a SRLY subgroup and aee 81.1502-22T in effect prior to June
§1.1502-21(c)(1)(ii)) when the applicaloss subgroup (as defined in §1.150225, 1999, as contained in 26 CFR part 1
tion of paragraph (c) of this section result91(d)(1)), the principles of this paragraphevised April 1, 1999, as applicable.
in an overlap with the application of sec{g) apply to the SRLY subgroup, and not
tion 383. For a similar rule applying inseparately to its members. HoweveS1-1502-22T [Removed]
the case of r_wet ca_lpital loss carryovers Ii_kpar_agra_ph (9)(2) of this section applies— p4r 9 Section 1.1502—22T is removed.
those descrlbe__d in 881.1502-21(c)(1)(i)- (_|) W|f[h respect to a carryover d_e- Par. 10. Section 1.1502—23 is added to
(D) and (c)_(l_)(_u), see_§1.1502—15(g). scrlbed in pz_iragraph (@) (2)(i)(A) of this asq as follows:

(2) Definitions—(i) Generally.For section only if—
purposes of this paragraph (g), the defini- (A) All members of the SRLY sub- §1.1502-23 Consolidated net section
tions and nomenclature contained in segroup with respect to that carryover ard231 gain or loss.
tions 382 and 383, the regulations therealso included in a loss subgroup with re- . .
under, and §8§1.1502-90 througlspect to that carryover; and (@) In general.Net section 1231 gains
1.1502-99 apply. (B) All members of a loss subgroup2nd losses of members arising during con-

(i) Overlap. (A) An overlap of the ap- with respect to that carryover are als§elidated retumn years are not determined
plication of paragraph (c) of this sectiomembers of a SRLY subgroup with reS€parately. Instead, the consolidated net
and the application of section 383 with respect to that carryover; and section 1231 gain or loss is determined
spect to a net capital loss carryover occurs (i) With respect to a carryover de-Under this section for the group as a
if a corporation becomes a member of thecribed in paragraph (g)(2)(i))(B) of this"hole- , _
consolidated group (the SRLY event)ection only if all members of the SRLY (P) ExampleThe following example il-
within six months of the change date of asubgroup for that carryover are also menjustrates the provisions of this section:
ownership change giving rise to a sectiobers of a SRLY subgroup that has net cap- example. Use of SRLY registers with net gains
382 limitation with respect to that carry-ital loss carryovers described in paragrapdnd net losses under section 12@)1.n Year 1, T
over (the section 383 event). (9)(2)(ii)(A) of this section that are sub-sustains a $20 net capital loss. At the beginning of

(B) If an overlap described in para-ect to the overlap rule of paragraph (g)(l}ear 2, T becomes a member of the P group. T's cap-
al loss carryover from Year 1 is subject to SRLY

graph (g)(2)(ii)(A) of this section occursof this section. limits under §1.1502-22(c). The members of the P
with respect to net capital loss carryovers (h) Effective date-(1) In general.This  group contribute the following to the consolidated

of a corporation whose SRLY event ocsection generally applies to taxable yeataxable income for Year 2 (computed without regard
curs within the six month period begin-for which the due date (without extendo T's net capital loss carryover under §1.1502-22):

ning on the date of a section 383 evensjons) of the consolidated return is after P T

then an overlap is treated as also occudune 25, 1999. However— Year 1 (SRLY)

ring with respect to that corporation’s net (i) In the event that paragraph (g)(1) of Ordinary

capital loss carryover that arises withirthis section does not apply to a particular Capital (20

the period beginning with the section 383iet capital loss carryover in the current _ Year 2

event and ending with the SRLY event. group, then solely for purposes of apply- Ordinary 10 20

g : . group, y for purposes of apply- ¢, 70 0

(C) For special rules in the event thaing paragraph (c) of this section to deter- gj231 (60) 30

there is a SRLY subgroup and/or a losmine a limitation with respect to that car- _ ‘ _
subgroup as defined in §1.1502-91(d)(I)yover and with respect to which the (i) Under section 1231, if the section 1231 losses

. . . . _for any taxable year exceed the section 1231 gains
with respect to a carryover, see paragra@RLY register (consolidated taxable in< y y 9

- . i for such taxable year, such gains and losses are
(9)(4) of this section. come determined by reference to only th@eated as ordinary gains or losses. Because the F
(3) Operating rules—(i) Section 383 member’s or subgroup’s items of incomegroup’s section 1231 losses, $(60), exceed the sec-
event before SRLY evetiita SRLY event gain, deduction or loss) began in a taxabkgn 1231 gains, $30, the P group’s net loss is treated
occurs on the same date as a section 3g&ar for which the due date of the retur@® an ordinary loss. T's net section 1231 gain has the
L . . . same character as the P group’s consolidated net sec
eyen_t or within the six month per_|od bewas on or before June 25, 1999), the prin "/,2, loss, so T's $30 of section 1231 income is
ginning on the date of the section 388iples of §1.1502-21(c)(2) shall be apgeated as ordinary income for purposes of applying
event, paragraph (g)(1) of this section applied without regard to the phrase “or forg1.1502-22(c). Under §1.1502-22(c), the group’s
plies beginning with the tax year that in-a carryover that was subject to the overlagpnsolidated net capital gain determined by refer-
cludes the SRLY event. rule described in paragraph (g) of this se@nce only to T's items is $0. None of T's capital loss
(i) SRLY event before section 388on or §1.1502-15(g) with respect to an%ZZ?’ZYer from Year 1 may be taken into account i
event. If a section 383 event occursother group (the former group)”; and
within the period beginning the day after (ii) For purposes of paragraph (g) of (c) Recapture of ordinary los§Re-

the SRLY event and ending six monthshis section, only an ownership change teerved]
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(d) Effective date-(1) In general.This 26 CFR 1.1502-91A: Application of Section 382
; ; ; ;i \Vith respect to a consolidated group generally
_sect|on apphe_s to_galns and |OS_S€S arlsm’!\gtplicable for testing dates before June 25, 1999.
in the determination of consolidated net
section 1231 gain or loss for taxable years.D. 8824

for which the due date (without exten-
sions) of the consolidated return is taxablPEPARTMENT OF THE TREASURY

years is after June 25, 1999. Internal Revenue Service
(2) Application to prior periodsSee 26 CFR Parts 1 and 602
§1.1502-21(h)(3) for rules applicable to . .
groups that applied the rules of this sed?€gulations Under Section 1502
tion to consolidated return years endin@f the Internal Revenue Code of
on or after January 29, 1991, and begink986; Limitations on Net
ning before January 1, 1997. Operating Loss Carryforwards
and Certain Built-in Losses and
Credits Following an Ownership
Par. 11. Section 1.1502-23T is reChange of a Consolidated Group
moved.

§1.1502-23T [Removed]

AGENCY:
PART 602—0OMB CONTROL (IRS), Treasury.
NUMBERS UNDER THE

PAPERWORK REDUCTION ACT ACTION:

tions.
Par. 12. The authority citation for part
602 continues to read as follows:
Authority: 26 U.S.C. 7805.

Par. 13. In §602.101, paragraph (b) i8f sections 382 and 383 of the Intern
amended by removing the entry folRevenue Code of 1986 (relating to limita-
§1.1502-21T from the table and addindions on net operating loss carryforward§

an entry in numerical order to the table t@nd certain built-in losses and credits fol
lowing an ownership change) with respec‘f

to consolidated groups. The regulation};Nhether the collection[s] of information
ds necessary for the proper performance of

read as follows:

§602.101 OMB Control numbers. include rules for determining whether

* * % % %

(b) * % %

CFR part or section
where identified
and described

control No.

Final and temporary regula-

SUMMARY: This document contains
final regulations regarding the operatio
a

loss group or a loss subgroup has an ow
ership change, for computing a consol
dated section 382 limitation or subgrou
section 382 limitation, and for applying
Current OMBsections 382 and 383 to corporations th
join or leave a group. The rules are nece )
sary to provide guidance to such group§©W the quality,
on the use of certain of their tax attribute

Management and Budget (OMB) under
44 U.S.C. 3507 and assigned control
number 1545-1218.

The collections of information in this
regulation are in §81.1502-20(g)(4).
1.1502-95(e)(8), 1.1502-95(f), and
1.1502-96(e). This information is re-
quired to assure that a section 382 limita-
tion is properly determined and applied in
cases of corporations that become or cease
to be members of a consolidated group.
The collection of information in
§1.1502-98(e)(8) is mandatory. The other
collections of information are required to
obtain a benefit. The likely respondents
are business or other for-profit institutions.

Comments on the collection of infor-

Internal Revenue Servicemation should be sent to ti@ffice of

Management and BudgetAttn: Desk
Officer for the Department of the Trea-
sury, Office of Information and Regula-
tory Affairs, Washington, DC 20503, with
copies to thdnternal Revenue Service,

ﬁAttn: IRS Reports Clearance Officer,

(PP:FS:FP, Washington, DC 20224. Com-
ments on the collection of information

hould be received by August 31, 1999.
Comments are specifically requested con-

H]e functions of thdnternal Revenue

i_Service,including whether the informa-
|3i°” will have practical utility;

The accuracy of the estimated burden as-

épciated with the collection of informa-

tion (see below);
utility, and clarity of the

dnformation to be collected may be en-

hanced;

DATES: Effective Dates: These regula- How the burden of complying with the
1545-123%ons are effective June 25, 1999. collection[s] of information may be mini-
Applicability Dates: For dates of appli- mized, including through the application
cation and special effective date rules, sed automated collection techniques or
Effective Dates under SUPPLEMEN-other forms of information technology;
John M. Dalrymple, TARY INFORMATION. and
Acting Deputy Commissioner of Estimates of capital or start-up costs and
Internal Revenue. FOR FURTHER INFORMATION CON- costs of operation, maintenance, and pur-
TACT: Lee A. Kelley at (202) 622-7550 chase of service to provide information.
(not a toll-free number). Estimated total annual reporting burden:
662 hours.
The estimated annual burden per respon-
dent varies from 15 to 25 minutes, de-
pending on individual circumstances,
. . . The collection of information in thesewith an estimated average of 20 minutes.
(Filed by the Office of the Federal Register on Jun . . . i
25,1999, 1:27 p.m., and published in the issue of t Inal regulations has been reviewed andstimated number of respondents: 12,054
Federal Register for July 2, 1999, 64 F.R. 36001) Ppending receipt and evaluation of publiEstimated annual frequency of responses:
comments, approved by the Office ofOn occasion
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1.1502-21

Approved June 18, 1999.

Donald C. Lubick, SUPPLEMENTARY INFORMATION:

Assistant Secretary of

the Treasury. Paperwork Reduction Act
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An agency may not conduct or sponsor, This Treasury decision adopts the 1996st of any shareholder is made on the
and a person is not required to respormroposed regulations regarding the applbasis of the ratio of the fair market value
to, a collection of information unless itcation of section 382 to affiliated groupf the loss corporation stock owned by the
displays a valid control number assignedf corporations filing consolidated re-shareholder to the total fair market value
by the Office of Management and Budgetiurns. The principal changes to those pr@f the loss corporation’s outstanding

Books or records relating to a collecposed regulations are described below. stock. Ordinarily, all stock of the loss
tion of information must be retained as As companions to this Treasury decicorporation, except certain preferred
long as their contents may become matesion, the IRS and Treasury also are issuirffock described in section 1504(a)(4), is
ial in the administration of any internalfinal regulations relating to the applicatiorfaken into account. These rules are con-
revenue law. Generally, tax returns andf sections 382 and 383 by members dgined in §§1.382—2 and 1.382-2T anql re-
tax return information are confidential, azontrolled groups, and relating to theéate to ownership changes of corporations

required by 26 U.S.C. 6103. SRLY limitation. See T.D. 8823 on pageVithout regard to whether the corpora-
34 and T.D. 8825. 1999-28 |.R.B. 19. _ tions file a separate return or join in filing
Background ’ a consolidated return.
On February 4, 1991, the IRS and TreaEXplanatlon of Provisions 2. General Description of Final
sury issued three notices of proposed rulé. Overview Regulations
making, CO-132-87 (56 F.R. 4194 :
[1991-1 C.B. 728]), CO— 077-90 (56 F.R." Sections 382 and 383 This document contains two sets of

4183 [1991-1 C.B. 749]), and CO- Under section 382, if an OWnerShiprules. The first set of rules, set forth.in

078-90 (56 F.R. 4228 [1991-1 C.Bchange occurs with respect to a loss copor-202-91 through 1.1502-93, p:owde

757)), setting forth rules regarding the apporation (as defined in section 382 a”ﬁ:e tax treatment for net operating losses
f

plication of sections 382 and 383 by conthe regulations thereunder), the amount at arise in (and net unrealized built-in

solidated groups and by controlledhe loss corporation’s taxable income fofo->c> with respect to) years that are not
eparate return limitation years with re-

groups, and regarding the use of built-isy post-change year that may be offset R .
deductions and net operating losses anlle net operating losses of the loss corpo-peCt tlc_) a consolidated group. (A sepalzate
capital losses, including the carryover angation arising before the ownershipreturn Imitation year, or SRLY, generally
carryback of separate return limitatiorchange is limited by an amount known a
year (SRLY) losses of members of conthe section 382 limitation. The section
solidated groups. A public hearing re382 limitation for a taxable year of a Ios%
garding the three sets of proposed regulgorporation after an ownership Chang%rship changes and the section 382 limita-
tions was held on April 8, 1991. generally is equal to the fair market valug .o\ respect to such losses

On June 27, 1996, the IRS and Trezof the corporation’s stock immediately rpeqe final regulations also extend the
sury published temporary regulationgefore the ownership change m“'“p”e‘éingle entity approach to loss subgroups
(T.D. 8678, 61 F.R. 33335 [1996-2 C.Bby the long-term tax exempt rate (a rate Qfjithin consolidated groups. A loss sub-
134]) setting forth rules regarding the apreturn published periodically in the Inter—group generally consists of two or more
plication of section 382 to affiliated nal Revenue Bulletin). See generally SeGorporations that continue to be affiliated
groups of corporations filing consolidatedions 382(b), (e), and (f). This limitation,yitn each other after leaving one group
returns. These regulations were substafer a taxable year may be increased by,q joining another where at least one of
tially identical to the proposed regulaertain items, such as an unused limitape corporations carries over losses from
tions. A notice of proposed rulemakingtion from a prior taxable year and certaifne first group to the second group. Thus,
cross-referencing the temporary regulabuilt-in gains recognized during the taxpe single entity approach under the final
tions was published in tiéederal Regis- able year. See section 382(b)(2) and (Mregulations can apply, for example, to a
ter on the same day (CO-026-96, 61 F.R. In general, an ownership change ingonsolidated group’s acquisition of an-
33391 [1996-2 C.B. 440]) and the provolves an increase of more than 50 pegther consolidated group or of a chain of
posed regulations published in 1991 wereentage points in stock ownership by 5sypsidiaries from another group.
withdrawn. The IRS and Treasury alsercent shareholders during the testing The second set of rules, set forth in
published temporary regulations regardperiod (usually the 3-year period endingg1.1502-94 and 1.1502-95, applies to
ing the SRLY limitation (T.D. 8677, 61 on the date on which a loss corporatioaorporations that join or leave a consoli-
F.R. 33321 [1996-2 C.B. 119]), and conmust make a determination whether it hagated group with respect to certain attrib-
trolled group losses (T.D. 8679, 61 F.Rhad an ownership change). In determinstes (e.g., attributes other than those aris-
33313 [1996-2 C.B. 25]). Notices of proing whether an ownership change has ofng in a consolidated return year). In
posed rulemaking cross-referencing thesrurred, all transactions occurring duringyeneral, section 382 is applied separately
temporary regulations were published othe testing period that affect the stockvith respect to those attributes because
the same day (CO-025-96, 61 F.R. 3333®wnership of any 5-percent shareholdahe attributes cannot be used by other
[1996-2 C.B. 439] and CO-024-96, 6lvhose percentage of stock ownership hasembers. Section 1.1502-96 contains
F.R. 33393 [1996-2 C.B. 437]) and thencreased as of the close of the testingiscellaneous rules.
proposed regulations published in 199tlate are taken into account. The determi- In general, §1.1502—-98 provides that
were withdrawn. nation of the percentage ownership intethe rules contained in §81.1502-91
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through 1.1502-96 also apply for purent change method). The parent changeTo extend single entity treatment in
poses of section 383, with adjustments tmethod, adopted for its administrativesuch cases would require a mechanism
reflect that section 383 applies to creditsimplicity, looks only to ownership shifts other than the parent change method to
and net capital losses. of the parent corporation in determiningrack owner shifts of the loss subgroup.
whether the consolidated group (or losSome commentators suggested permitting
subgroup) has an ownership changdhe parent of the current group to desig-
Owner shifts of minority stock of sub-nate the subgroup parent. Under this ap-
1. Definition of a Loss Subgroup, sidiary members are not taken into acproach, such designation would be re-
§1.1502-91(d) count. Application of the parent changepected unless the designation is made
method to loss subgroups eliminates theith a principal purpose of avoiding an
Under the proposed regulations, a lossdministrative burdens associated with @wnership change.
subgroup is composed of members of ongle that would mandate separate tracking The IRS and the Treasury believe that
group (the former group) that becomef the minority stock of each subgroughe ability to designate the subgroup par-
members of another consolidated grougnember for determining whether an ownent presents opportunities for avoiding or
In the case of a net operating loss carnership change of the loss subgroup hdéssening the impact of section 382. Also,
over, the members of a group compose @ccurred. a principal purpose standard is not an ef-
loss subgroup if (i) they were affiliated The IRS and the Treasury have detefective mechanism for preventing inap-
with each other in another group, (ii) theymined that, in circumstances where owndifopriate designations because trgy
bear a relationship to each other describeghifts of a loss subgroup must continue tBUrpose of such designation is to apply the
in section 1504(a)(1) immediately aftebe tracked, the parent change methodvnership change rules of section 382.
they become members of the group (thshould continue to apply for determining The IRS and Treasury recognize, how-
subgroup parent requirement), and (iii) avhether a subgroup has an ownershi@ver, that it is appropriate to extend sub-
least one of the members carries over @hange. Accordingly, in general, thes@fOUp treatment to the extent that single
net operating loss arising in a year that iénal regulations retain the subgroup par€Ntity principles support such treatment,
not a SRLY (and is not treated as a SRL¥nt requirement. Also, these final regula@d to the extent that subgroup treatment
under proposed §1.1502-21(c)) with retions retain the general rule that a memb@&0€s not compromise the determination
spect to the former group. In the case ofeeases to be a member of the loss sufféther a subgroup has an ownership
net unrealized built-in loss (NUBIL), the group on the first day that it ceases to be§P@ng€. Also, the IRS and Treasury rec-
members of a group compose a loss sub- relationship described in sectiorP9Nize that, in certain circumstances, tax-
group if they (i) have been continuouslyl504(a)(1) to the loss subgroup parenP@Yers may prefer more stringent owner-
affiliated with each other for the 5 consecThe final regulations, however, provideShlp ghange rules if they can obta}m the
utive year period ending immediately bean election to treat the subgroup parent r@EN€fit of subgroup treatment. Finally,
fore they become members of the grouguirement as satisfied, and provide cefl® RS and Treasury recognize that the
(the five-year affiliation requirement), (ii) tain exceptions for ceasing to be a merﬁ"lb'l'ty of brothe.r-5|ster corporations to
meet the subgroup parent requiremenber of a loss subgroup when a membéions‘t'tUte a section 382 subgroup may be
and (iii) have, in the aggregate, a NUBILbreaks the relationship described in sedlecessary in order _for section 382 sub-
A member ceases to be included in a log®n 1504(a)(1) to the loss subgroup palgroups 0 _cc_)nform V.V'th.SRLY subgroups,
subgroup when it files a separate returent, but remains within the current Con:[h_us_permlttmg application of th? ru_Ie t_hat
or when a member breaks the relationshigolidated group. eliminates a separate SRLY limitation

) . ) where the application of SRLY and sec-
described in section 1504(a)(1) to the loss . .
subgroup parent, regardless of whethdr/€ction to treat subgroup parent tion 382 overlap. See §81.1502-15(g),

that member leaves the current group gFauirement as satisfied 1.1502-21(g) and 1.1502-22(g).

ins in th lidated Accordingly, these final regulations
remains in the consolidated group. The subgroup parent requirement majrovide that two or more corporations that

Retention of the subgroup parent preclude subgroup treatment in instanc@secome members of a consolidated group
requirement in general where single entity principles make suchit the same time and that were affiliated
treatment conceptually appropriate. Fofith each other immediately before be-

Commentators suggested that the fin@xample, brother-sister corporations witltoming members of the group are deemed

regulations should eliminate the subgroupet operating loss carryovers that are n@ meet the subgroup parent requirement
parent requirement in order to provide &RLY losses with respect to the formeimmediately after they become members
single subgroup definition for the SRLYgroup are not a loss subgroup even if thef the group if the common parent of the
limitation and for the section 382 limita-same acquirer acquires both corporationgquiring group makes an election under
tion. Other commentators recommendedt the same time. However, single entit§1.1502—91(d)(4) with respect to those
eliminating the requirement following anprinciples support treating the brother-sismembers. An election includes all corpo-
ownership change of the loss subgroup. ter corporations as a subgroup becausations that become members of the cur-
Like a loss group, a loss subgroup hahey were affiliated with each other in thaent group at the same time and that were
an ownership change if the loss subgroujprmer group and remain affiliated in theaffiliated with each other immediately be-
parent has an ownership change (the pamrrent group. fore they become members of the current

B. Amendments to the Proposed
Regulations
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group. The election applies solely fottime the loss subgroup does not have éRLY on a single entity basis with respect
purposes of satisfying the subgroup pawewnership change (a fold-in event). to members of a loss subgroup with a net
ent requirement, and does not apply in de- Also, an election under 81.1502-operating loss carryover that arose within
termining whether members meet th&1(d)(4) obviates the need for a sectiothe former group (because an NOL loss
other requirements for inclusion in a losd504(a)(1) relationship through a lossubgroup does not require five years of
subgroup. Although the election appliesubgroup common parent because eadlffiliation), but on a separate entity basis
solely for purposes of §§1.1502—91member is separately tracked as if it werfor those same members with respect to
through 1.1502-96 and §1.1502-98, thine loss subgroup parent. built-in losses.
election may affect whether a SRLY limi- In circumstances where the necessity of The IRS and Treasury have deter-
tation overlaps with application of sectiora section 1504(a)(1) relationship througimined, however, that the five-year affilia-
382. a loss subgroup parent is eliminated, thigon requirement is a necessary feature of
If the common parent makes an eledRS and the Treasury believe that a sulthe NUBIL subgroup rules. Just as the
tion under §1.1502-91(d)(4), each of th@roup member should not cease to be MOL subgroup rules apply only to loss
members with respect to which the eleonember of the subgroup solely because darryovers that arise in (or have folded
tion is made (and that is included in th&eases to bear such a relationship. A@to) the former group, so should the
loss subgroup) is treated as the loss sugerdingly, these final regulations provideNUBIL subgroup rules apply only to
group parent for purposes of determiningwo exceptions to the general rule obuilt-in losses that accrue within (or have
if the loss subgroup has an ownershif1.1502-95(d)(1)(ii). The first exceptionfolded into) the former group. Because
change on, or after, becoming members @pplies to the members of the loss sulan accurate method of determining eco-
the current group. If, however, a membegroup if an election under §1.1502-homic accruale.g.,tracing) would pre-
with respect to which the election is mad81(d)(4) applies to them. The second exsent significant problems for tax adminis-
has an ownership change upon (or aftefeption applies to loss subgroup membeteation and for compliance by taxpayers,

ceasing to be a member of the currerigllowing a fold-in event. the IRS and Treasury believe that the five-
group, that ownership change does ngj _ year affiliation requirement is the best
cause an ownership change of a loss sujembers excluded or included from a - ayajlable proxy for determining when

group comprised of one or more of itsSUbgrOUp with a principal purpose of pyilt-in attributes arise.

members that remain members of the cuéri—VOiOIing a limitation, 51.1502-91()(5) Absent a five-year affiliatio_n require_-
rent group. Proposed §1.1502-91(d)(5) provide§”em’ taxpayers could effectively traffic

that corporations do not compose a lo Qe'getsurt])rii!clfc?inbull'lrt‘r-ll'?atl'c();se()sth\/:rtrt]r?:rt]
subgroup if any one of them is formed, g subj y limitation (

acquired, or availed of with a principalOne imposed under an applicable *princi-

%urpose of avoiding the application of, oPaI purpose antl_-abuse rule). A sel!mg
; . S . group could acquire a new member with a
increasing any limitation under, sectio

382 This rule does not apoly solelv be: UBIG and sell both that recently-ac-
i ' : . PPl y quired NUBIG member and the member
In general, under §1.1502-95(d)(L)(ii)cause, in connection with becomlngcontaining the desired NUBIL to the

these final regulations provide that dnembers of the group, the members of Srospective buyer. To the extent that the
member ceases to be a member of the |g3oup are rearranged to satisfy the su

i - oup parent requirement. The final re u—-UBIG offset the NUBIL and the corpo-
subgroup on the first day that it ceases &/OUP P d : 9% ations were structured to satisfy the re-

bear a relationship described in sectioltions retain these pr(?_\/|5|ons, and, uirements for subgroup treatment, rec-
1504(a)(1) to the loss subgroup parengonformity with the anti-abuse rule forognized built-in losses would escape any
Continued affiliation through a loss sub-SRLY subgroups, provide that any memp w0 204 could be freely absorbed by
group parent is central to the operation d?€r €xcluded from a loss subgroup, if exy, acquiring group.
the parent change method to loss sulgluded with a principal purpose of avoid-""c . yyomore, the absence of a five-year
groups. Ing or Increasing a septlon 382 IIrnIt""t'on‘affiIiation requirement could be used to
Under certain circumstances, howevets t-reated as included in the loss subgrou ircumvent a SRLY limitation applicable
separate tracking of the loss subgroup patis rule does not apply solely because @& » NUBIL if built-in losses are recog-
ent terminates, eliminating the need fofroup does not rearrange members of & o4 o instance, if a member comes
members to maintain a section 1504(a)(OUP 10 satisfy the subgroup parent regq 5 group with a NUBIL and without

Exceptions for ceasing to be a member
of a loss subgroup when a member
breaks the section 1504(a)(1) relationshi
with the loss subgroup parent,
§1.1502-95(d)(1)

relationship through a loss subgroup pafivirement. an ownership change, recognition of that
ent. Section 1.1502—96(a) provides, i@_ Definition of Loss Subgroup with a NUBIL wquld be subje(_:t to a SRLY limi-
part, that ownership shifts of a loss subj NUBIL, §1.1502-91(d)(2) tation during the following five years and
group cease to be separately tracked if the loss could not be freely absorbed by

there is an ownership change of the loss Commentators criticized the five-yearthe income of the other members of the
subgroup within six months before, on, oaffiliation requirement for adding com-group. However, if all the members of
after becoming members of the group, golexity to the regulations. For instancethe group were included in a NUBIL sub-
if a period of five years elapses after bethe five-year affiliation requirement cangroup upon being acquired by a second
coming members of group during whichcause application of section 382 angdroup two years into that five-year period,
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that member’s recognized built-in losses Commentators requested clarificatiomegulations include in the determination
immediately thereafter would be subjecthat an acquiring group takes into accounthether a group has a NUBIL any mem-
either to a SRLY or section 382 limitationapplication of the fold-in rules of ber that has a NUBIL on the date the de-
computed with respect to all the member§1.1502—-96(a) in the former group in determination is made, and that is neither a
of the former group (thus increasing theermining which members are included imew loss member with a NUBIL nor a
rate at which such losses can be utilize@d) loss subgroup. A new example undenember of a NUBIL loss subgroup. The
or, in the event that the acquired corporg1.1502-96(a)(3), and a cross-referendaal regulations also include members in
tions have an aggregate NUBIG, to nin a new §1.1502-91(g)(3) to the fold-inthe group’s determination whether the
limitation whatsoever. rules, clarifies this treatment. Thus, a cogroup has a NUBIL if such member(s)

Some commentators contended that thgoration whose NUBIL folded in to a for-joined the consolidated group with a
five-year affiliation requirement (and themer group is deemed to have a five-yeadUBIL, and, in the aggregate, have a
time period required for a fold-in eventaffiliation with the common parent of thatNUBIG on the day that such determina-
under §1.1502-96(a)) should be reducegtoup (and is deemed to have affiliatioriion is made.

to three years, based on the duration @fistories with other group members). A o
the testing period for an ownershipspecial rule provides that the corporatioff: ncluded—Determination Whether a

change under section 382. is not deemed to have been previously af- Consolidated Group (or Loss
However, a five-year (rather than giliated with another corporation that ~SuPgroup) with a Net Operating Loss
three'year) affiliation requirement is neC]'oined the former group at the same time, Has a NUBIG! §11502_91(g)(2)(|)

essary to ensure that taxpayers cannggt was not taken into account in deter- Proposed §1.1502-93(c) provides that
shorten the five-year recognition periotnining a NUBIL limitation, even if in fact it 5 oss arou -(or loss subgroup) has a
above. Also, the IRS and Treasury beffijated. the loss group (or loss subgroup) is taken

lieve that the five-year recognition period . . hY i
for the SRLY limitation should be main-3. Members Included—Determination Nt0 account under section 382(h) in de-
termining the consolidated section 382

tained because it mirrors the statutorily- Whether a Consolidated Group Has al_ L 5 : i
mandated five-year recognition period of NUBIL, §1.1502-91(g)(2)(ii) imitation (or subgroup section 382 limi-

section 382(h)(7). In general, Treasury _ tation)(emphasis added). ,
and the IRS believe that it is important to Proposed §1.1502-91(g)(2)(i) pro- Commentators suggested that this pro-

conform the application of section 382yides, in part, _tha? the members include_dision, (_:(_)n_sidered t_ogether with the_ five-
and the SRLY rules where possible, par the determination whether a consoliyear affiliation requirement, makes it un-
ticularly in the light of the rule eliminat- dated group has a NUBIG or NUBIL areclear whether an NOL Iogs subgrqup with
ing application of SRLY where its app"_all men_1bers of the group on the day thmgr_nb_ers that.do not satisfy the five-year
cation overlaps with that of section 3g2. determination is made, other than a neuwffiliation requirement can use a NUBIG,

Moreover, the five-year affiliation re- 105 member with a NUBIL, and mem-if recognized, to increase the loss sub-
quirement is consistent with Congress’ inPers included in a NUBIL subgroup. group’s section 382 limitation.
dication in section 384(a) of the point at The IRS and Treasury have determined The IRS and Treasury have determined
which it is appropriate for built-in attrib- that the reasons for applying a five-yeathat the concerns forming the basis of the
utes of a member to be treated as attrigdffiliation requirement to subgroups ardive-year affiliation requirement for deter-
utes of the group. Under certain circumedually relevant to groups. Accordinglymining whether a loss subgroup has a
stances, section 384(a) prevents thi@ese final regulations provide that theNUBIL do not extend to the determina-
recognized built-in gain of one Corporamembers included in the determinatioion whether a net operating loss carry-
tion from offsetting preacquisition losseqvhether a consolidated group has aver group (or loss subgroup) has a
of another corporation, if such gain is recNUBIL are the common parent and allNUBIG. For example, unlike a NUBIL
ognized within a five-year period follow- other members that have been affiliatethat can be eliminated by a NUBIG with-
ing the acquisition date. Similarly, secWwith the common parent for the five con-out an immediate tax cost, recognized
tion 384(b) provides that section 334(a§ecutive year period ending on the dalpuilt-in gains exact such a cost and, there-
does not apply to prevent the recognizethat the determination is made. fore, do not present the same planning op-
built-in gain of one corporation from off-  In certain cases, a member (or loss suportunities. Accordingly, these final regu-
setting the preacquisition losses of angroup) can join a consolidated group withations provide that the members included
other corporation if the gain corporatiora NUBIG, but have a NUBIL on the datein the determination whether an NOL loss
and the loss corporation were members ¢he consolidated group determinegroup (or loss subgroup) has a NUBIG
the same controlled group (as defined iwhether it has a NUBIL. The IRS andare all members of the group (or loss sub-
section 384(b)(2)) for the five-year periodTreasury have determined that, in sucbroup) on the day that the determination
ending on the acquisition date. cases, it is appropriate for the built-in atis made.

For these reasons, the final regulatiorisibute of the member to be included in Section 1.1502-91(g)(2)(v) provides,
do not reduce the duration of the affiliathe group’s determination because it in part, that in determining whether an
tion requirement from five years to threeclear that such NUBIL arose when it wasNOL loss group has a NUBIG which, if
years. a group member. Accordingly, the finalrecognized, increases the consolidated
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section 382 limitation, the group includedor determining an ownership change of a The IRS and Treasury believe that it is
all of its members on the day the determioss group (or a loss subgroup). A losappropriate to apply the supplemental
nation is made. However, for purposes ajroup (or loss subgroup) has an ownechange method to certain acquisitions of a
determining whether a group has a net uighip change only if the common parenloss group in which the plan is not be-
realized built-in loss, not all members ohas an ownership change under the pargmieen the 5-percent shareholder of the
the consolidated group may be includecchange method. Out of concern that taxess group parent and another person to
Thus, a consolidated group may have repayers could exploit the parent changmcrease their interests in the loss group.
ognized built-in gains that increase thenethod’s failure to account for minority For example, if an individual buys 50 per-
amount of consolidated taxable incomshifts of stock, the proposed regulationsent or less of the stock of a loss group
that may be offset by its pre-change netdopted a supplemental change methqzhrent, and as part of the same plan,
operating loss carryovers that did nothat does take into account minority shifteauses a public offering out of a sub-
arise (and are not treated as arising) in@f stock under certain circumstances.  sidiary, the supplemental change method
SRLY, and also may have recognized Under the proposed regulations, thehould apply to that offering. (Con-
built-in losses the absorption of which issupplemental method applies if a persowersely, the supplemental change method
limited. Similar results may obtain forwho is a 5-percent shareholder of thehould not apply unless the 5-percent
loss subgroups. In such cases, §1.1502ommon parent (including any persorshareholder’s increase in the stock of par-
93(c)(2) prohibits the use of recognizedicting pursuant to a plan or arrangemesit or subsidiary is related to the increase
built-in gains to increase the amount ofith such 5-percent shareholder) inby another person because those increase
consolidated taxable income that can bereases its percentage ownership both are pursuant to the same plan.)
offset by recognized built-in losses. the common parent and in any subsidiary Accordingly, these final regulations
. o _ of the group within the same testing peprovide that a 5-percent shareholder of
5. Recognized Built-in Gain or Loss  rjod. In that event, the loss group (or losthe common parent (or loss subgroup par-
on t_he PISPOSIUOH of an Intercompanysybgroup) must also determine whether @nt) is treated as increasing its ownership

Obligation of a Member, had an ownership change under the rulésterest in the stock of a subsidiary to the

§1.1502-91(h)(2) for the parent change method by treatingxtent, if any, that the percentage owner-
Proposed §1.1502-91(h)(2) provideghe common parent as though_ it had |§5h|p interest of another_pgrson or persons

: . Ssued to the person who acquires (or i® the stock of the subsidiary is increased
that gain or loss recognized by a membeJ . -
. S eemed to acquire) the subsidiary stoggursuant to a plan or arrangement under
on the disposition of stock of another . : ;
. .. _an amount of its own stock (by value) thatvhich the 5-percent shareholder increases
member or of an intercompany obligation L - .
. . o . equals the value of the subsidiary stocks percentage ownership interest in the
is treated as recognized built-in gain of : .
: . __represented by the percentage increasedommon parent (or loss subgroup parent).
loss under section 382(h)(2)(unless dlsa[— : : S )
.~ that person’s ownership of the subsidiary To alleviate concerns that the supple-
lowed under §1.1502-20 or otherwise) . . . .
. determined on a separate entity basis). mental change method is overly broad,
even though gain or loss on such stock (Sr Secti . . .

S . . . ection 1.1502-92(clExample 2f the the final regulations limit the scope of the
obligation is not included in the determi- d |ati 0 i I | ch hod th h
nation of the group’s NUBIG or NUBIL proposed regulations illustrates applicasupplemental change method through ap-
immediatelv before the ownershi tion of the supplemental change methoglication of the rules of §1.382-2T(k).
change Th¥e IRS and Treasury have glr] Example 2A owns all the stock of L, a The final regulations provide that the sup-
; 9 d that h treat tu y IV d foss group parent, and L owns all of thgplemental change method will apply if the
rermined ¢ ? sue ItreaFmeq rr:ay ea_f Stock of L1. As part of a plan, A sells 49common parent (or loss subgroup parent)
g]adp%mg?z retsu S ¢ ort 'ES ance, | %ercent of the L stock to B on October 7has actual knowledge of the increase in

a deb 'It? LIJC lon 15 Featg asfa reColaar 2, and L1 issues new stock reprehe 5-percent shareholder’s ownership in-
?'Ze 382wl' "f‘t tc_Jss,tapt?] '(ﬁ lon ot a Sec'senting a 20 percent ownership interest iterest in the stock of the subsidiary (or has
|ont h imita |onff0 ; a:c 0SS rﬂa%{ Pr€ 1 to the public on November 6, Year 2actual knowledge of the plan or arrange-
yedn b ed proper ofiset o .canck? abloc? do he example concludes that “because thmeent) before the date that the group’s in-
:;’1 de tg neszlncocrpe ?ga'ﬁéoz ;1 hel Suance of L1 stock to the public occursome tax return is filed for the taxable
Ze u;:usn.f_ (l:cor |r|19_y, 8L. - _( )'in connection with B’s acquisition of L year that includes the date of that increase
I( ) of the ina dregu ar;['o';'js_ treajcs., gaw; Otock pursuant to a plan,” the supplemerer, if, at any time during the testing pe-
'0SS recognize t?l'n t € Isposition o ag, change method applies to the publiciod, the 5-percent shareholder of the
intercompany obligation as recogniz€Qyaring of L1 stock. common parent is also a 5-percent share-
built-in gain or loss only to the extent that - -, mentators suggest that the “plan drolder of the subsidiary (determined with-
the transaction gives rise to aggregate iy angement” language sweeps toout regard to a deemed acquisition of sub-
come or loss within the consolidated,o,qly and that only plans to avoid secsidiary stock under the plan or

group. tion 382 should be subject to this rulearrangement rule) whose percentage in-
6. Ownership Change Determination— Commentators also contend tfatample crease in the ownership of the stock of the
The Parent Change Method 2 is beyond the scope of the operative rulsubsidiary would be taken into account in
§1.1502-92 ’ because the facts do not demonstratedatermining if the subsidiary has an own-
plan or arrangement with a 5-percenérship change. For purposes of determin-

Proposed 8§1.1502-92 provides ruleshareholder. ing the 5-percent shareholders of the sub-
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sidiary, the principles of §1.382-2T(k),7. Consolidated Section 382 Limitation, such an adjustment. In making these ad-
including the duty to inquire, apply to the §1.1502—-93 justments, the group (or loss subgroup)
common parent (or loss subgroup parent). , may apply the principles of §1.382-8 (re-
Several additional changes to the sup- ProPosed 81.1502-93 provides rulegying to controlled groups of corporations)
plemental change method were made #¢" COmputing the consolidated section, getermining the value of a loss group (or
response to comments. Section 1.1502382 limitation following an ownership |os5 subgroup) even if that section would
92(c)(4)(iii) clarifies that stock treated aChange of a loss group. The value of thgo: apnly if separate returns were filed.
issued under the supplemental chan%@SS group is the value, immediately bea|sq the principles of §1.382-5(d)(relat-
method is not treated as issued in testiigre the ownership change, of the stoclg (o successive ownership changes and
periods that do not include the testing daféncluding stock described in sectionypsorption of a section 382 limitation) may
on which the parent stock is deemed to bE204(2)(4)) of each member of the losg,|y 1o adjust the consolidated section
issued. Section 1.1502-92(c)(4)(ii) pro9roup, other than stock that is owned dizgy imitation (or subgroup section 382
vides that stock is not treated as issued iff§Ctly or indirectly by a member. Sectionmjtation) of a loss group (or loss sub-
deemed issuance of parent stock woullt1502-93(b)(2) provides that this valugyqyp) to avoid a duplication of value if
not cause the loss group (or loss sulds adjusted under any rule in section 38gere are simultaneous (rather than succes-
group) to have an ownership change bésuch as section 382(I)(1), relating to cergjye) ownership changes.
fore the day on which the subsidiary@in capital contributions) requiring an ad-  ope commentator suggested that contri-
leaves the loss group (or loss subgroup)Justment to value for purposes of computytions of assets by the selling group to a
To avoid retroactive changes in ownerlnd the section 382 limitation. Thegeparting member or loss subgroup gener-
ship, §1.1502-92(c)(4)(v) provides that ifection 382 limitation, as so determinedy|ly should not be subject to section
the supplemental change method applids further adjusted as required by sectioggp(1)(1). The IRS and Treasury have de-
to an acquisition of subsidiary stock be382 and the regulations thereunder (sugBymined that, unlike transfers of stock or
fore the first date that the 5-percent shar@s section 382(m)(2), relating to a shotssets that do not effect a transfer of value
holder increases its percentage ownershigxable year). Similar rules apply in deinto a loss subgroup, capital contributions
interest in the stock of the common paredgrmining the section 382 limitation for athat constitute a transfer of value into a loss
(or loss subgroup parent), then théoss subgroup. group or to a departing member should
deemed issuance of stock is treated as oc-IN response to comments, the final regcontinue to be subject to section 382(1)(1).
curring on the first such date. Howevertilations make several clarifications with A new §1.1502-93(c)(2) provides that
the value of the subsidiary stock is théespect to circumstances that require agppropriate adjustments must be made so
value of such stock on the date it was a@djustment to the value of a loss group @hat any recognized built-in gain of a
quired. In addition, §1.1502-92(c)(4)(vi)loss subgroup. member that increases more than one sec-
provides that if two or more 5-percent Section 1.1502-93(b)(2)(i) providestion 382 limitation (whether consolidated,
shareholders are treated as increasifigat, for purposes of section 382(e)(2), resubgroup, or separate) does not effect a
their percentage ownership interests puglemptions and corporate contractions thafuplication in the amount of consolidated
suant to a single plan or arrangement déo not effect a transfer of value outside ofaxable income that can be offset by pre-
scribed above, appropriate adjustment®e loss group (or loss subgroup) are dighange net operating losses. In addition,
must be made so that the amount of stodkegarded. For purposes of sectioRecognized built-in gains may not in-
treated as issued is not taken into accoudB2(l)(1), capital contributions betweencrease the amount of consolidated taxable
more than one time. members of the loss group (or loss sulincome that can be offset by recognized
Commentators also requested that trgroup)(or a contribution of stock to apuilt-in losses.
supplemental change method apply onljnember made solely to satisfy the loss )
if the acquisitions of parent stock and subsubgroup parent requirement of. Ceasmg to Be a Member of a
sidiary stock are with a principal purposé&§1.1502-91(d)(1)(ii) or 1.1502-91(d)- Consolidated Group (or Loss
of avoiding or lessening the impact of2)(ii)), are not taken into account. Also, Subgroup), 81.1502-95
s_ection 38.2' The IRS and Treasury bene ;ubstantial npnbus_iness asset test gfe oo apportionment of NUBIG
lieve that if the same 5-percent sharesection 382(1)(4) is applied on a group (or
holder increases in the stock of both aubgroup) basis, and is not applied sepa-In general, the common parent of a
subsidiary and the common parent withimately to its members. consolidated group may elect to apportion
the same testing period, the supplemental Section 1.1502-93(b)(2)(ii) providesall or part of each element (the value ele-
change method should apply without furrules that apply to prevent duplication oinent and the adjustment element) of a
ther evidence of an avoidance purposealue of the group (or loss subgroup) andonsolidated section 382 limitation to a
Similarly, a plan or arrangement undeto prevent duplication of the section 38Zormer member or loss subgroup. The
which a 5-percent shareholder and arimitation. This section provides that approposed regulations do not provide that
other person both increase their interesggopriate adjustments must be made to tliee common parent may elect to apportion
in the loss group is sufficient proof of anextent necessary to prevent any duplicaticall or part of a loss group’s NUBIG.
avoidance purpose that the supplementaf the value of the stock of a member, even Under section 382(h)(1)(A), if a con-
change method properly applies withouthough corporations that do not file consolsolidated group has a NUBIG immedi-
further inquiry. idated returns may not be required to makately before an ownership change, the
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section 382 limitation for any recognitionconsolidated section 382 limitation ofincluded in such determination under
period taxable year is increased by theero with respect to pre-change attribute§1.1502-91(g) exceed their fair market
recognized built-in gain for such taxablgthe zero default rule). value immediately before the change
year. This increase cannot exceed the Commentators suggested that the zedate. Similar rules apply to loss sub-
NUBIG, reduced by recognized built-indefault rule may be a trap for the unwarygroups. Subject to the limitations of sec-
gains for prior years ending in the recogFor instance, under the proposed reguléion 382(h)(2)(B), NUBILs recognized
nition period. tions, a subgroup member that ceases wdthin the five year period beginning on
Commentators suggest that, like théear a section 1504(a)(1) to the subgroupe change date are subject to the consoli-
value element and the adjustment elemeparent is subject to the zero default rulegated section 382 limitation. The pro-
of the consolidated section 382 limitationgven if that member remains within theposed regulations do not provide rules for
the common parent should be able to agurrent consolidated group. apportioning a group’s NUBIL to a for-
portion any part or all of the group’s The IRS and Treasury recognize thaher member (or loss subgroup). The IRS
NUBIG to a departing member (or lossany default rule will benefit some taxpay-and Treasury believe that a mandatory ap-
subgroup). The final regulations adopers while operating to the detriment of othportionment of the group’s NUBIL is nec-
this recommendation. ers. For example, a default apportionme@ssary to ensure that the group’s NUBIL,
In general, §1.1502—95(c)(2)(ii) pro-of a section 382 limitation or NUBIG if recognized by the former member (or
vides that the amount of the loss group’ased on the departing member’s contrl0ss subgroup) during the recognition pe-
NUBIG that may be apportioned to one obution to the group’s net operating los&iod, remains subject to the consolidated
more former members that cease to hearryover could cause some apportione¥gction 382 limitation. One commentator
members during the same consolidatelimitation to go unused if that member besuggests that a former member (or loss
return year cannot exceed the loss groupt®mes subject to a new section 382 limit8roup) should be apportioned a group’s
excess, immediately after the close of thaion upon departing the group. By conNUBIL only if and when a former mem-
year, of net unrealized built-in gain ovetrast, a rule providing that the defaulP®r that had a separately computed
recognized built-in gain, determinedimitation is capped by the amount of anyNUBIL that contributed to the group’s
under section 382(h)(1)(A)(ii) (relating tosubsequent section 382 limitation, would\YUBIL departs the group, and the con-
a limitation on recognized built-in gain).be difficult to administer. Because thd'ibutéd built-in loss has not fully been
In general, NUBIG apportioned to a for-consequences of applying any default rulcognized. Adjustments would reflect
mer member reduces the amount adepend on the particular facts of a transal1tragroup transfers of assets occurring

NUBIG that the group can avail itself oftion, including the relative income generaPtween the change date and the date tha

in subsequent taxable years. tion of the departing and remaining memthe former member departs.

For purposes of determining the exterers, the IRS and Treasury believe that the 1 N€ IRS and Treasury believe that the
to which the former member’s sectiorsimplicity of the zero default rule makesSL’gg_eSted approac.h overemphasizes the
382 limitation can be increased by recoghe rule preferable to other alternatives. Iocatlon_ of assets with a NUBIG. For ex-
nized built-in gains, the amount of Also, the IRS and the Treasury believ@mple' .'f a former member has_a NUB.’IG
NUBIG apportioned is treated as if itthat the new exceptions to ceasing to be term_med on a separate entity basis, a
were an amount determined under sectianember of a loss subgroup substantiallgcogrllzed built-in loss of that member

382(h) with respect to the former memseduce the likelihood that the zero defau ill not be limited, even if the former

ber. The former member’s five-yearrule will yield unexpected results. For ex_member s the first corporation to dispose

" . : ) - of a built-in loss asset. The IRS and Trea-
recognition period begins on the group’&ample, an acquisition of a loss subgrou

(or loss subgroup’s) change date. typically will cause an ownership changc—gury peheve that subjecting the s'ale of
of the loss subgroup. Following that uilt-in loss assets to the consolidated
' section 382 limitation, regardless of the

Default apportionment of zero section oy nership change, a member that remains. . Lo
[6cation of built-in gain assets, more ac-

382 Imiation and NUBIG when 2 within the current group now can breakcuratel reflects the NUBIL as a group at-
member ceases to be a member of a  yhe section 1504(a)(1) relationship to th y group

group (or loss subgroup), : 0 Mibute. Similarly, consistent with treat-
§1.1502-95(c)(2)(ii) fhent of the NUBIL as a group attribute,

be a member of the loss subgroup. A(i'he approach permits built-in gain to be

Section 1.1502-95(c)(1) provides thafordingly, these final regulations retaing, o e by built-in loss only after the ex-
the common parent may elect to apportioH"'e zero default rule when a membeg, s of pilt.in losses over built-in gains
all or any part of a consolidated sectioif€aSes t0 be a member of a group (0 log8 < yeen recognized. Accordingly, these
382 limitation to a former member (or aSUPgroup). The zero default rule also agg, 5 requlations adopt a model that ap-

loss subgroup) when the member or lod¥i€s to a NUBIG. portions NUBIL based on the gross
subgroup leaves the group. If the COMyandatory apportionment of a group’s amount of built-in loss that the departing
mon parent does not make an apportionyyg|L to a departing member, member contributed to the determination
ment of the applicable section 382 Iimita§1'1502_95(e) of the group’s NUBIL.

tion(s) or of a NUBIG that the member In general, 81.1502-95(f) provides that

recognizes during the recognition period, In general, a group has a NUBIL if thea departing member is allocated a portion
the former member or loss subgroup hasadjusted bases of the assets of membeays the group’s (or loss subgroup’s)
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NUBIL if, immediately after the close of loss subgroup’s) recognized built-inceeded to in a transaction described in sec-
the consolidated return year in which théosses. tion 381(a). Also, any owner shift of the
departing member ceases to be a memberSubgroup principles apply to the allosubsidiary (including any deemed owner
the amount of the loss group’s (or losgation of a NUBIL. For example, if two shift resulting from section 382(g)(4)(D)
subgroup’s) excess of net unrealizedr more members leave a loss group, arat 382(1)(3)) in connection with the dispo-
built-in loss over recognized built-in lossare members of a consolidated group, argjtion is not taken into account under sec-
(the remaining NUBIL balance) is greatemllocation of the loss group’s NUBIL is tion 382 with respect to the reattributed
than zero. In general, NUBIL appor-made on a subgroup basis. In general, thesses. (§1.1502-20(g)(1)). The preamble
tioned to former members in prior taxabl&ommon parent may apportion all or anyo T.D. 8364 (56 F.R. 47379, September
years is treated as recognized built-in logsart of a consolidated section 382 limital9, 1991)(which added §1.1502-20),
in those years. tion (or subgroup section 382 limitation)states that clarification regarding the ap-
The amount of NUBIL allocated to aunder §1.1502-95(c) to a former membeplication of section 382 to reattributed
departing member is equal to the remaino which the group’s NUBIL is allocated losses would be provided in connection
ing NUBIL balance multiplied by a frac- (or to a loss subgroup that includes tha¥ith finalizing §81.1502-91 through

tion. The numerator of the fraction is thenember). 1.1502-99. The preamble states that, for
amount of the built-in loss, taken into ac- example, it is anticipated that proposed
count on the change date, in the asse®s Miscellaneous Rules, §1.1502-96  §1.1502-95 would be modified to permit

held by the departing member immedi- the common parent to elect to retain all or

ately after the member ceases to be Fold-in rules do not apply to NUBIGs, part of a section 382 limitation that applies
member of the loss group (or loss sub= -1502-96(a) to reattributed SRLY losses.

group). The denominator of the fraction proposed §1.1502-96(a)(2) provides in A New §1.1502-96(d) provides rules
is the sum of the numerator, plus that that, following a fold-in event de-relating to reattributed losses. This sec-
amount of the built-in loss, taken into acxcriped in §1.1502-96(a)(1), the memtion generally provides that §§1.1502-91
count on the change date, in the assefg 's separately computed NUBIG oithrough 1.1502-96 and §1.1502-98 apply
held by the group immediately after theyyg|L is included in the determination tO reattributed losses consistent with the
close of the taxable year in which the degyhether the group has a NUBIG ofProvision of §1.1502-20(g) that treats the
parting member ceases to be a membgjyg)L . common parent as succeeding to the
(Fluctuations in value of the assets be- 1e |RS and Treasury believe that thiPsses in a transaction to which section
tween the change date and the date tha{|q.in” of a member’s NUBIG can lead 381(2) applies. For example, if the reat-
the member ceases to be a member of the inappropriate results. For example, lributed loss is a pre-change attribute sub-
group (or loss subgroup), or the close Oéonsolidated group that acquires a corpé@Ct to a section 382 limitation, it remains
the taxable year in which the membe;:aﬂOn with a small net operating loss Car§ubject to that limitation following the
ceases to be a member of the loss gro%ver and a large NUBIG can immedi_reattribution. Section 1.1502-96(d)(4)
are disregarded.) In general, adjustmen‘tjﬁely offset the group’s NUBIL with the provides rules that allow the common par-
are made for gain or loss that has beeiﬁ'UBIG if the member is acquired with€nt to elect to apportion to itself all or part
recognized during the recognition periodan owr;ership change. Accordingly thé’f any separate section 382 limitation or
and for assets that are transferred basis, . (iles of §1.1502-96(a) do'notsubgroup section 382 limitation to which
property. The amount of the NUBIL aIIo-apply to include a member's separatelt e reattributed loss is subject. The ap-
i ortionment is made under the principles

cated to a former member generally IS
treated as previously recognized built-in of the rules of §1.1502-95(c), relating to

loss for purposes of applying the Iimita—Whether a group has a NUBIL. A mem_the apportionment of a consolidated sec-

tion of section 382(h)(1)(B)(ii) to a Iossbers.NU.BIG.IS only included n .SUCh de_tion 382 limitation to a member that
, IV termination if the member is included )
group’s taxable years beginning after the leaves the group. In certain cases, the

year in which the former member cease%nder §1.1502-91(9)(2). section 382 limitation applicable to the

omputed NUBIG in determining

to be a member. Net operating loss carryovers reattributedeattributed loss is zero unless an appor-
For purposes of determining theynder §1.1502—20(g) tionment of such limitation is made to the
amount of the former member’s recog- common parent. The election to appor-

nized built-in losses in any taxable year Section 1.1502-20 of the regulationsion a section 382 limitation is made as
beginning after the former member ceaseglsallows a deduction for certain losses opart of the election to reapportion the loss.
to be a member, the amount of the logée disposition of stock of a subsidiary. I'see §1.1502-20(g)(4), as amended by this
group’s (or loss subgroup’s) net unrealgeneral, under 81.1502-20(g), the comdocument.

ized built-in loss that is apportioned to thenon parent can reattribute to itself net op- As previously set forth in §1.1502—
former member is treated as if it were agrating loss carryovers or capital loss ca0(g), §1.1502-96(d) adopts the general
amount of net unrealized built-in loss defyovers attributable to the subsidiary in amule that any owner shift of the subsidiary
termined under section 382(h)(1)(B)(i)amount not to exceed the disallowed losgincluding any deemed owner shift result-
with respect to such member, and thaection 1.1502—-20(g) further provides thaihg from section 382(g)(4)(D) or
amount is not reduced under sectiothe common parent succeeds to the re&82(I)(3))in connection with the disposi-
382(h)(1)(B)(ii) by the loss group’s (ortributed losses as if the losses were sution of the subsidiary’s stock) is not taken
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into account under section 382 with rein taxable years for which the due date dhg losses allocated to that member.
spect to the reattributed losses. The findhe income tax return (without exten-
regulations, however, modify the generagions) is after June 25, 1999. Sectio
rule to provide that any owner shift With}.1502—.95(d)(2)(ii)(relating to exceptions  gocause the temporary regulations are
respect to the successor cor_poratmn thattis ceasing _to be a memb.er of loss SUl?fot applicable for taxable years ending
treated as cont_l_numg in eX|stenc_e undegroup) applles_to corporations tha_t CeaSKiar June 26, 1999, it is necessary to im-
§1.382-2(a)(1)(ii) must.be taken into agto bear a section 1504(a)(1) relatlonshlgsleement these final regulations without
_count for such purpose if .suc_h owner shifto a Io§s subgroup parent in ta}xable yea lay to ensure continuity of treatment of
is effecte_d by the reattribution an(_j _an)for Whlch_the due date_ of thg income ta)éertain attributes and to ensure that there
owner shift of the stock of the subsidiaryeturn (without extensions) is after June . o .
. o is no period within which the treatment of
not held directly or indirectly by the com-25, 1999. . L . .
. . such attributes is inconsistent with the
mon parent would have been taken into The third sentence of §1.1502-91(d)- . .
account if such shift had occurred imme¢5)(relating to members excluded from é[lem_porary regulatlgns and these final reg-
diately before the reattribution. Such amoss subgroup) applies to cor orationglatlonsi S_ee SeCt.'On 7805(€)(2). Accord-
y group) app p
owner shift may occur if the subsidiarythat become members of a consolidate aly, it IS |.mpract|cab.le and cpntrary to
has minority shareholders that, undegroup on or after June 25, 1999. the _p_Ub“C m_terest to Issue ?h|s Trea_s“f-‘/
81.382-2(a)(1)(ii), are treated as decreas- In the case of corporations that cease fbe_c's"’” SUbJE_’Ct to the eﬁect!ve date limi-
ing their ownership in the reattributedbe members of a loss group (or loss sukBgt',on of section 553_(d) Of_ title 5 of the
loss, while the shareholders of the comgroup) before June 25, 1999, in a taxablgnited States Code (if applicable).
mon parent increase their ownership inyear for which the due date of the incomgpgciAL ANALYSIS
terests in that loss. tax return (without extensions) is after
The final regulations provide that, inJune 25, 1999, §81.1502-95(a), (b), (c) It has been determined that this Trea-
general, the value of the stock of the comand (f) apply to those corporations if thesury decision is not a significant regula-
mon parent is used to establish a sectimommon parent makes the election deery action as defined in EO 12866. It is
382 limitation for the reattributed lossscribed in the second sentence of (c)(1) dfereby certified that these regulations do
with respect to an ownership changéhat section in the time and manner presot have a significant economic impact on
upon, or after, the reattribution. Thesecribed in paragraph (f) of that section. a substantial number of small entities.
rules coordinate the determination of the Section 1.1502—96(d) applies to reattriThis certification is based on the fact that
value of that stock with the capital contrifutions of net operating losses or net caphese regulations principally affect corpo-
bution rules of section 382(1)(1), and alsdtal losses in taxable years for which theations filing consolidated federal income
require appropriate adjustments so thatue date of the income tax return (withoufax returns that have net operating losses
value is not improperly omitted or dupli-extensions) is after June 25, 1999; excepf other attributes that are subject to sec-
cated as a result of the reattribution. that the election under §1.1502—- 96(d)(Sjon 382. Available data indicates that

(relating to an election to reattribute secmany consolidated return filers are large
tion 382 limitation) can be made with anycompanies (not small businesses). In ad-
Sections 1.1502-91 through 1.1502-96 ©léction under §1.1502-20(g)(4) to realition, the data indicates that an insub-
and 1.1502-98 tribute to the common parent a net operakyantial number of consolidated return fil-

ing loss or net capital loss that is timelyg that are smaller companies have net
Except as set forth below, §81.1502-9filed on or after June 25, 1999. operating losses or other attributes subject
through 1.1502-96 and 1.1502-98 apply Sections 1.1502—91A through 1.1502%, section 382. Moreover, many of these
to testing dates that occur on or after Jur6A and 1.1502—98A apply to any tes“”%orporations will not have ownership
25, 1999. Sections 1.1502-94 througbate on or after January 1, 1997, and b%hanges. Therefore, a Regulatory Flexi-
1.1502-96 also apply on any date on dore June 25, 1999. Sections 1'1502_9481Iity Analysis under t,he Regulatory Flex-
after June 25, 1999 on which a corporaghrough 1.1502—96A also apply on an¥bi|ity Act (5 U.S.C. chapter 6) is not re-
tion becomes a member of a group or odate on or after January 1, 1997, and bte:fuired Pursuant to section 7805(f) of the
which a corporation ceases to be a menfere June 25, 1999, on which a corpora\—nterm;lI Revenue Code, the notice of pro-
ber of a loss group (or a loss subgroup). tion becomes a member of a group or 0l ced rulemaking precéding these regula-

Atransition rule for net unrealized built-which a corporation ceases to be a mem- )
%ons was sent to the Small Business Ad-

hleed For Immediate Guidance

Effective Dates

in loss provides that a consolidated grouper of a loss group (or a loss subgroup).. ) o

may apply 8§1.1502-91A(g) for the period~or periods before January 1, 1997, th |n|strat|9n for comment on its impact on

ending on the day before June 25, 1999 teansition rules in §1.1502—99A(c) con—smaII business.

determine the earliest date that its testininue to apply. DRAFETING INFORMATION

period begins (treating the day before June The transition rules in 81.1502—99A for

25, 1999 as the end of a taxable year.) periods ending before January 1, 1997 The principal author of the final regula-
The election under 81.1502-91(d)(4) talso are clarified to provide that a membeiions is Lee A. Kelley of the Office of As-

treat the subgroup parent requirement dbat ceases to be a member of a growistant Chief Counsel (Corporate), IRS.

satisfied is effective for corporations thatloes not have a zero section 382 limita®ther personnel from the IRS and Trea-

become members of a consolidated groun with respect to pre-change net operasury participated in their development.
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Section 1.1502-92 also issued under 26 Section 1.1502-93A also issued under
U.S.C. 382(m) and 26 U.S.C. 1502. 26 U.S.C. 382(m) and 26 U.S.C. 1502.
Section 1.1502-93 also issued under 26 Section 1.1502-94A also issued under
Accordingly, 26 CFR parts 1 and 602 s.C. 382(m) and 26 U.S.C. 1502. 26 U.S.C. 382(m) and 26 U.S.C. 1502.
are amended as follows: Section 1.1502-94 also issued under 26 Section 1.1502-95A also issued under
U.S.C. 382(m) and 26 U.S.C. 1502. 26 U.S.C. 382(m) and 26 U.S.C. 1502.
Section 1.1502-95 also issued under 26 Section 1.1502-96A also issued under
Paragraph 1. The authority citation fOIU.S.C._382(m) and 26 U.S_.C. 1502. 26 U.S_.C. 382(m) and 26 U.S_.C. 1502.
part 1 is amended by removing the entries Section 1.1502-96 also issued under 26 Section 1.1502—-98A also issued under
for sections 1.1502—91T 1_1502_92_|_U.S.C..382(m) and 26 U.S:C. 1502. 26 U.S'.C. 382(m) and 26 U.S.C. 1502.
' ' Section 1.1502-98 also issued under 26 Section 1.1502—-99A also issued under

1.1502-93T, 1.1502-94T, 1.1502-95Ty, g - 385(m) and 26 U.S.C. 1502. 26 U.S.C. 382(m) and 26 U.S.C. 1502.

1.1502-96T, 1.'1502_9.81_' .and 1'15_02_ Section 1.1502-99 also issued under 26* *

99T, and adding entries in numerical) g ¢ 382(m) and 26 U.S.C. 1502. *** Par. 2. In the list below, for each sec-

order to read in part as follows: Section 1.1502-91A also issued undetiion indicated in the left column, remove
Authority: 26 U.S. C. 7805 * * * 26 U.S.C. 382(m) and 26 U.S.C. 1502. the wording indicated in the middle col-
Section 1.1502-91 also issued under 26 Section 1.1502—92A also issued undeumn, and add the wording indicated in the

U.S.C. 382(m) and 26 U.S.C. 1502. 26 U.S.C. 382(m) and 26 U.S.C. 1502. right column.

Adoption of Amendments to the
Regulations

PART 1—INCOME TAXES

Affected Section Remove Add
1.1502-91T(a)(1), first sentence 88 1.1502-92T and 1.1502-93T 8§ 1.1502—92A and 1.1502-93A
1.1502-91T(a)(1), third sentence § 1.1502-92T § 1.1502-92A
1.1502-91T(a)(1), third sentence §1.1502-93T § 1.1502-93A

1.1502-91T(a)(3)
1.1502-91T(b) introductory text
1.1502-91T(b)(1)

88 1.1502-94T and 1.1502-95T
88 1.1502-92T through 1.1502-99T
88 1.1502-92T through 1.1502-99T

88 1.1502-94A and 1.1502-95A
88 1.1502-92A through 1.1502—-99A
88 1.1502-92A through 1.1502-99A

1.1502-91T(c)(2), second sentence

1.1502-91T(c)(3), Example(b),
second sentence

1.1502-91T(d)(4), second sentence
1.1502-91T(d)(5), first sentence
1.1502-91T(d)(5), second sentence

1.1502-91T(e)(2), Example(b),
third sentence

1.1502-91T(f)(2), Example(b)(2),
first sentence

1.1502-91T(f)(2), Example(b)(2),
third sentence

1.1502-91T(f)(2), Example(b)(2),
fourth sentence

1.1502-91T(f)(2), Example(c),
second sentence

1.1502-91T(g)(1), last sentence
1.1502-91T(g)(1), last sentence

§ 1.1502-96T(a)
§ 1.1502-94T

§ 1.1502-94T
§ 1.1502-95T(d)

§ 1.1502-96T(a)
§ 1.1502-93T

§ 1.1502-96T(a)

§ 1.1502-92T(a)(2)

§1.1502-93T

§ 1.1502-96T(c)

§1.1502-94T(c)
§ 1.1502-96T(a)

§ 1.1502-96A(a)
§ 1.1502-94A

§ 1.1502-94A
§ 1.1502-95A(d)

§ 1.1502-96A(a)
§ 1.1502-93A

§ 1.1502-96A(a)

§ 1.1502-92A(a)(2)

§ 1.1502-93A

§ 1.1502-96A(c)

§ 1.1502-94A(c)
§ 1.1502-96A(a)

1.1502-91T(9)(2)(I)(A)
1.1502-91T(g9)(2)(1)(B)
1.1502-91T¢()), first sentence

§ 1.1502-94T(a)(1)(ii)
§ 1.1502-91T(d)(2)
88 1.1502-92T through 1.1502-99T

§ 1.1502-94A(a)(1)(ii)
§ 1.1502—91A(d)(2)
88 1.1502-92A through 1.1502—99A
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1.1502-92T(a), second sentence
1.1502-92T(a), second sentence
1.1502-92T(b)(1)(i)(A)
1.1502-92T(b)(1)(i)(B)

1.1502-92T(b)(1)(ii), second sentence

1.1502-92T(b)(1)(ii)(A)
1.1502-92T(b)(1)(ii)(C)

1.1502-92T(b)(2) Example 1(a),
sixth sentence

1.1502-92T(b)(2) Example 3(b),
first sentence

1.1502-92T(b)(2) Example 4(b),
first sentence

1.1502-92T(b)(3)(iii) Example 2(d),
fourth sentence

1.1502-92T(b)(3)(iii) Example 3(a),
seventh sentence

1.1502-92T(b)(4), first sentence
1.1502-92T(b)(4), first sentence
1.1502-92T(b)(4), first sentence
1.1502-92T(b)(4), second sentence

1.1502-92T(e)(1)(ii)
1.1502-92T(e)(2), fifth sentence
1.1502-92T(e)(2), fifth sentence
1.1502-93T(a)(2)
1.1502-93T(b)(2), last sentence
1.1502-93T(b)(2), fourth sentence
1.1502-94T(a)(1)(i)
1.1502-94T(a)(1)(ii)
1.1502-94T(a)(3)
1.1502-94T(a)(3)
1.1502-94T(a)(4), first sentence
1.1502-94T(a)(4), first sentence
1.1502-94T(a)(4), first sentence
1.1502-94T(a)(4), first sentence
1.1502-94T(a)(4), second sentence

1.1502-94T(a)(5)

1.1502-94T(b)(4) Example 1(b),
first sentence

1999-29 |.R.B.

§ 1.1502-94T
§1.1502-96T(b)
§ 1.1502-91T(c)
§ 1.1502-91T(c)
§ 1.1502-95T(b)
§ 1.1502-91T(d)
§ 1.1502-91T(d)
§ 1.1502-91T(c)(1)

§ 1.1502-91T(d)(1)

§ 1.1502-91T(d)(1)

§1.1502-94T

§ 1.1502-91T(d)

§ 1.1502-96T(a)
§ 1.1502-96T(a)(2)
§ 1.1502-96T(b)

§ 1.1502-96T(a) applies, see
§ 1.1502-96T(c)

§ 1.1502-96T(b)
§ 1.1502-96T(a)
§ 1.1502-91T(d)
§ 1.1502-95T(c)
§ 1.382-8T
§ 1.1502-91T(g)(2)
§ 1.1502-91T(d)(1)
§ 1.1502-91T(d)(2)
§ 1.1502-91T(d)
§§ 1.1502-92T and 1.1502-93T
§ 1.1502-96T(a)
§, 1.1502-96T(a)(2)
§ 1.1502-92T(b)(1)(i)
§1.1502-96T(b)

§ 1.1502-96T(a) applies, see
§ 1.1502-96T(c)

§ 1.1502-96T(c)
§ 1.1502-91T(d)
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§ 1.1502-94A
§ 1.1502-96A(b)
§ 1.1502-91A(c)
§ 1.1502-91A(c)
§ 1.1502-95A(b)
§ 1.1502-91A(d)
§ 1.1502-91A(d)
§ 1.1502-91A(c)(1)

§ 1.1502-91A(d)(1)
§ 1.1502-91A(d)(1)
§ 1.1502-94A

§ 1.1502-91A(d)

§ 1.1502-96A(a)
§ 1.1502-96A(a)(2)
§ 1.1502-96A(b)

81.1502-96A(a) applies, see
§ 1.1502-96A(c)

§ 1.1502-96A(b)
§ 1.1502-96A(a)
§ 1.1502-91A(d)

§ 1.1502-95A(c)
§1.382-8
§ 1.1502-91A(g)(2)

§ 1.1502-91A(d)(1)

§ 1.1502-91A(d)(2)

§ 1.1502-91A(d)
§§ 1.1502-92A and 1.1502-93A
§ 1.1502-96A(a)
§1.1502-96A(a)(2)
§1.1502-92A(b)(1)())
§§1.1502-96A(b)

§ 1.1502-96A(a) applies, see
§ 1.1502-96A(c)

§ 1.1502-96A(c)
§ 1.1502-91A(d)
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1.1502-94T(b)(4) Example 2(b),

1.1502-94T(b)(4) Example 2(d),
first sentence

1.1502-94T(b)(4) Example 2(d),
third sentence

1.1502-94T(b)(4) Example 3(b),
first sentence

1.1502-94T(b)(4) Example 3(c),
second sentence

1.1502-94T(c), first sentence

1.1502-94T(c), second sentence
1.1502-94T(d), fifth sentence
1.1502-94T(d),sixth sentence

§ 1.1502-91T(d)(1)
§ 1.1502-96T(a)

§ 1.1502-91T(c)

§ 1.1502-91T(d)(1)

§§ 1.1502-96T(a) and 1.1502-91T(c)(2)

§§ 1.1502-91T(g) and (h)

§ 1.1502-91A(d)(1)
§ 1.1502-96A(a)

§ 1.1502-91A(c)

§ 1.1502-91A(d)(1)

§§ 1.1502-96A(a) and 1.1502—-91A(c)(2)

§§ 1.1502-91A(g) and (h) and 1.1502—

93A(c)

§ 1.1502-91T(g)(3)
§ 1.1502-96T(a)
§ 1.1502-92T(e)(1)

1.1502-95T(a)(3), paragraph heading 88 1.1502-91T through 1.1502-93T

1.1502-95T(a)(3)

1.1502-95T(b)(1) introductory text,
first sentence

1.1502-95T(b)(2) introductory text

1.1502-95T(b)(4) Example(2)(a),
second sentence

1.1502-95T(c)(2) introductory text

1.1502-95T(c)(7) Example(1)(a),
third sentence

1.1502-95T(d)(2) Example(1)(a),
fifth sentence

1.1502-95T(d)(2) Example(3)(a),
fourth sentence

1.1502-95T(e)(1) introductory text

1.1502-96T(a)(2) introductory text,
first sentence

1.1502-96T(a)(2)(ii)
1.1502-96T(a)(3), second sentence
1.1502-96T(a)(5), first sentence

1.1502-96T(a)(5) introductory text,
first sentence

1.1502-96T(b)(1) introductory text,
first sentence

1.1502-96T(b)(1) introductory text,
first sentence

1.1502-96T(b)(1) introductory text,
first sentence

1.1502-96T(b)(1) introductory text,
second sentence
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88 1.1502-91T through 1.1502-93T
8§ 1.1502-91T through 1.1502-93T

§1.1502-92T
§1.1502-92T

§1.1502-93T
§1.1502-92T

§1.1502-92T

§ 1.1502-92T(b)(L)(ii)

§ 1.1502-95T
§ 1.1502-91T(c)(1)(i)

§ 1.1502-91T(c)
§ 1.1502-91T(f)(2)
88 1.1502-91T through 1.1502-95T
§ 1.1502-98T

§1.1502-92T

§ 1.1502-91T(c)(1)

§ 1.1502-91T(d)

§ 1.1502-95T(b)

74

§ 1.1502-91A(g)(3)
§ 1.1502-96A(a)
§ 1.1502-92A(e)(1)
88 1.1502-91A through 1.1502-93A
8§ 1.1502-91A through 1.1502-93A
88 1.1502-91A through 1.1502-93A

§ 1.1502-92A
§ 1.1502-92A

§ 1.1502-93A
§ 1.1502-92A

§ 1.1502-92A

§ 1.1502— 92A(b)(1)(ii)

§ 1.1502-95A
§ 1.1502-91A(c)(1)())

§ 1.1502-91A(c)
§ 1.1502-91A()(2)
8§ 1.1502-91A through 1.1502-95A
§ 1.1502-98A

§ 1.1502-92A

§ 1.1502-91A(c)(1)

§ 1.1502-91A(d)

§ 1.1502-95A(b)
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1.1502-96T(b)(3), paragraph heading 8§ 1.1502-91T, 1.1502-92T,
and 1.1502-94T

1.1502-96T(b)(3), first sentence § 1.1502-92T
1.1502-96T(b)(3), first sentence § 1.1502-92T
1.1502-96T(b)(3), second sentence § 1.1502-94T

1.1502-96(c), last sentence
1.1502-98T, first sentence
1.1502-98T, second sentence
1.1502-98T, third sentence
1.1502-98T, third sentence
1.1502-99T(a), first sentence

§ 1.382-5T(d)
8§ 1.1502-91T through 1.1502-96T

§1.1502-92T
§1.1502-93T

96T and 1.1502-98T
1.1502-99T(a), second sentence

1.1502-99T(b), first sentence 88 1.1502-91T through 1.1502-96T

and 1.1502-98T
§ 1.1502-92T(b)(1)(i)
§ 1.1502-92T(b)(1)

88 1.1502-91T through 1.1502-96T
and 1.1502-98T

88 1.1502-91T through 1.1502-96T
and 1.1502-98T

§1.1502-92T

8§ 1.1502-91T through 1.1502-96T
and 1.1502-98T

§ 1.1502-95T(c)
§ 1.1502-91T(d)(2)(i)

1.1502-99T(b), second sentence
1.1502-99T(b), third sentence
1.1502-99T(c)(2)(ii)

1.1502-99T(c)(2)(iii), first sentence

1.1502-99T(c)(2)(iii), second sentence
1.1502-99T(c)(2)(i), first sentence

1.1502-99T(c)(2)(i), first sentence
1.1502-99T(c)(2)(i), fifth sentence

1.1502-99T(c)(2)(ii) § 1.382-8T
1.1502-99T(c)(2)(ii) § 1.382-8T(h)
1.1502-99T(d)(1) § 1.1502-92T

1.1502-99T(d)(3) §§ 1.1502—91T through 1.1502-96T

and 1.1502-98T

88 1.1502-91T through 1.1502-96T

Sections 1.1502-91T through 1.1502—

§81.1502-91A, 1.1502-92A, and
1.1502-94A
§ 1.1502-92A

§ 1.1502-92A
§ 1.1502-94A
§ 1.382-5(d)
88 1.1502-91A through 1.1502-96A
8§ 1.1502-91A through 1.1502-96A
§ 1.1502-92A
§ 1.1502-93A

Sections 1.1502-91A through 1.150
96A and 1.1502-98A

Sections 1.1502-94T through 1.1502-96T Sections 1.1502—-94A through 1.15C

88 1.1502-91A through 1.1502-96A
and 1.1502-98A

§ 1.1502-92A(b)(1)(i)
§ 1.1502-92A(b)(1)

8§ 1.1502-91A through 1.1502-96A
and 1.1502-98A

88 1.1502-91A through 1.1502-96A
and 1.1502-98A

§1.1502-92A

88 1.1502-91A through 1.1502-96A
and 1.1502-98A

§ 1.1502-95A(c)

§ 1.1502-91A(d)(2)(i)
§1.382-8
§ 1.382-8(h)
§ 1.1502-92A

88 1.1502-91A through 1.1502-96A
and 1.1502-98A

Par. 3. Section 1.1502-20 is amended 6. Redesignating paragraph (g)(4)(ii) (4)

as follows: as paragraph (g)(4)(iii).

1. Adding a sentence to the end of 7. Adding a new paragraph (g)(4)(ii).

paragraph (g)(1).
2. Redesignating paragraph (g)(5) a®ws:
paragraph (g)(4). -
3. Paragraph (g)(4)(i)(A) is amendedi1.1502-20 Disposition or
by removing “, and” and adding *;” in its deconsolidation of subsidiary stock.
place.
4. Paragraph (9)(4)(i)(B) is amended
by removing the period at the end of the )
paragraph and adding “; and” in its place.

* * % K %

* k k

(1) * * * See 8§1.1502-96(d) for rules

(i)***

(C) If the common parent is reattribut-

The revisions and additions read as folng to itself all or any part of a section 382
limitation pursuant to 8§1.1502—-96(d)(5),
the information required by paragraph
(9)(4)(ii) of this section.

* k*x k* * %

(i) Reattribution of section 382 limita-

tion. The information required by this

5. Adding a new paragraph (9)(4)()(Ckelating to section 382 and the reattribl®229raPh (9)(4)(ii) is a separate list for
immediately after paragraph (9)(4)()(B)iion of losses under this paragraph (g). each subsidiary (or a separate list for two

and before paragraph (g)(4)(i) concluding
text * * * * *
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or more subsidiaries that are members of
a loss subgroup whose pre-change sub-
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group losses are being reattributed) with 3. Redesignating the entries foror members joining or leaving a group)
respect to which an apportionment of £1.1502-91T through 8§1.1502-99T a®efore June 25, 1999.

separate section 382 limitation or sub81.1502—-91A through §1.1502-99A and ,

group section 382 limitation is beingrevising the section headings. 81.1502-99A Effective dates.

made, setting forth— 4. Revising the entries for paragraphg) Effective date.
(A) The name and E.I.N. of the sub{a) of newly designated §1.1502-99A. (1) |n general.
sidiary (or subsidiaries that were mem- The revisions read as follows: (2) Anti-duplication rules for recognized
bers of a loss subgroup); built-in gain.
(B) A statement entitled “THIS IS AN 31.1502-90A Table of contents.
ELECTION UNDER 81.1502-96(d)(5)  The following list contains the major rerrT

TO APPORTION ALL OR PART OF [in- headings in §§1.1502-91A through Ppar. 5. Section 1.1502-91T is amended
sert A SEPARATE or A SUBGROUP or 1 1502—99A: as follows:
BOTH A SEPARATE AND A SUB- g1 .1502-91A Application of section 382 1. Redesignating §1.1502-91T as
GROUP] SECTION 382 LIMITATION  yjth respect to a consolidated group gerg1.1502—91A.
TO [insert name and E.I.N. of the comergly applicable for testing dates before 2. Revising the section heading of
mon parent]’; , June 25, 1999. newly designated §1.1502-91A.

_(_C) The date of the ownersh|p_change 3. Amending paragraph (h)(2) by re-
giving rise to the separate section 382 moving the words “or an intercompany

't'ir;:t?:]'gtnisgzi“nbg;c’“%iﬁﬁ:g‘_ 382 limita-g) 1502-92A Ownership change of a losabligation” and replacing them with “(or
g app ’ roup or a loss subgroup generally applican intercompany obligation disposed of

(D) The amount of the separate (Ogble for testing dates before June 2%efore June 25, 1999)".

subgroup) sgction_ 382 Iimitatipn f_or the 999. The revision reads as follows:
taxable year in which the reattribution oc-

curs (determined without reference to any R R §1.1502-91A Application of section 382
apportionment under this section k1 1502-93A Consolidated section 38§vith respect to a consolidated group

§1.é50$;95(c)); t of h net i limitation (or subgroup section 382 ”mi_geperagly apglécaltgg;or testing dates
(E) € amount of each het operatin tion) generally applicable for testing elore June 2o, '

loss carryover or _cap_ltal loss Carryover, ..o« before June 25 1999.  x o o %
and the year in which it arose, of the sub-

* * *x *x %

sidiary (or subsidiaries) that is subject to * ok ok ok & Par. 6. Section 1.1502-92T is revised
the separate section 382 limitation or sub- o _ . as 81.1502-92A, and the section heading
group section 382 limitation that is beingd1-1502—-94A Coordination with sectiong 5 anded to read as follows:

apportioned to the common parent, angd2 and the regulations thereunder when

the amount of the value element and adt Corporation becomes a member of 81.1502-92A Ownership change of a

justment element of that limitation that isconsolidate_d group generally applicabléoss group or a loss subgroup generally

apportioned to the common parent. for corporations becoming members of applicable for testing dates before June
group before June 25, 1999. 25, 1999.

* * % K %
* * * * % * % * *x %

Par. 3a. Immediately following

81.1502-79A, an undesignated cente
heading is added to read as follows:

§1.1502-95A Rules on ceasing to be a Par 6a. Section 1.1502-93T is
member of a consolidated group (or losemended as follows:

subgroup) generally applicable for corpo- 1. Redesignating §1.1502-93T as
REGULATIONS APPLYING SECTION rations ceasing to be members beforgl.1502-93A.

382 WITH RESPECT TO TESTING June 25, 1999. 2. Revising the section heading of
DATES (AND CORPORATIONS e o e newly redesignated §1.1502—-93A.
JOINING OR LEAVING 3. Adding a sentence at the end of
CONSOLIDATED GROUPS) §1.1502-96A Miscellaneous rules gene@ragraph (c). .
BEFORE June 25, 1999. ally applicable for testing dates before The additions and revisions read as fol-
lows:
Par. 4. Section §1.1502-90T is’U"® 2% 1999
amended as follows: X ok k% % §1.1502-93A Consolidated section 382
1. Redesignating §1.1502-90T as limitation (or subgroup section 382

§1.1502-90A [newly redesignated§1-1502—97A Special rules under sectiofimitation)generally applicable for
§1.1502—90A will appear after the center382 for members under the jursidiction ofesting dates before June 25, 1999.
heading added in Par. 3a.] a court in a title 11 or similar case. [Re-

2. Revising the section heading and thgerved].

introductory text of newly designated§1.1502—-98A Coordination with section (c)* * * See §1.1502-99A(a)(2) for a
§1.1502-90A. 383 generally applicable for testing datespecial rule relating to the application of

* * % K %
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§1.502-93(c)(2) to consolidated returr§1.1502-97A Special rules under sectiolg1.1502-90 Table of contents.

years for which the due date of the retur882 for members under the jurisdiction of
is after June 25, 1999. a court in a title 11 or similar case.
[Reserved].

* * * *x %

* K* K* *x %

Par. 7. Section 1.1502-94T is amended
as follows:
1. Redesignating §1.1502-94T a$1.1502—-98A and revise the section head-
§1.1502-94A. ing to read as follows: a
2. Revising the section heading of
newly redesignated §1.1502-94A. §1.1502-98A Coordination with section (1)
3. Revising the last sentence of pars383 generally applicable for testing dates(2)
graph (b)(4), Example 3(b). (or members joining or leaving a group)
The revision reads as follows: before June 25, 1999.

(b)
81.1502-94A Coordination with section Kok ok ko k (©)
382 and the regulations thereunder when p 12, s . 1.1502-99T .5(1)
a corporation becomes a member of a ar. ) ection 1. B : 2)

amended as follows:

consolidated grou enerally applicable
group) 9 Y abp 1. Redesignating §1.1502-99T a%?))

for corporations becoming members of a

group before June 25, 1999. §1.1502-99A. (d)
2. Revising the section heading. (1)

oeow oo 3. Revising paragraph (a). )

(b) * * * 4. Amending paragraph (c)(2)(i) by re—(3)
(8) * * * moving the language “(relating to the apy,

Example 3% * * portionment” in the first sentence an
(b) * * * See also §1.1502-21T in ef- addi_ng “and (b)(2)(ii)(relating to the ap-(s)
fect prior to June 25, 1999, contained ifportionment’.

26 CFR Part 1, revised April 1, 1999, or The revisions read as follows: (6)
§1.1502-21, as applicable. §1.1502-99A Effective dates. 8
(a) Effective date-(1) In general. Ex- (1)

Par. 8. Redesignate §1.1502-95T a@ept as provided in §1.1502-99(b)(2)
§1.1502-95A and revise the section hea&§1.1502—91A through 1.1502-96A and)
ing to read as follows: 1.1502—-98A apply to any testing date ofkl)
or after January 1, 1997, and before Judé
25, 1999. Sections 1.1502-94A throughd)
1.1502—-96A also apply on any date on
after January 1, 1997, and before June 2@,)
1999, on which a corporation becomes
member of a group or on which a corpora;..
tion ceases to be a member of a loss gI’OL(JIB

Par. 9. Redesi 1.1502-96T (or a loss subgroup).
ar. 9. Redesignate §1.1502- as (2) Anti-duplication rules for recog-

§1.1502-96A and revise the section heads .\ & o gain. Section 1.1502— (iif)

ing to read as follows: 93(c)(2)(relating to recognized built-in iV
gain of a loss group or loss subgroup) ap-
plies to taxable years for which the du?v
date for income tax returns (without ex-
tensions) is after June 25, 1999.

§1.1502-95A Rules on ceasing to be a
member of a consolidated group
generally applicable for corporations
ceasing to be members before June 25,
1999.

* Kx Kx *x %

81.1502—-96A. Miscellaneous rules
generally applicable for testing dates
before June 25, 1999.

* * * * %

* * % % %

3)
Par. 10. Redesignate §1.1502-97T as
§1.1502-97A and revise the section head- Par. 13. Sections 1.1502-90 througf4)
ing to read as follows: 1.1502-99 are added to read as follows:
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The following list contains the major
headings in 881.1502-91 through
1.1502-99:

§1.1502-91 Application of section 382
Par. 11. Redesignate §1.1502—-98T asith respect to a consolidated group.

Determination and effect of an own-
ership change.

In general.

Special rule for post-change year
that includes the change date.
Cross-reference.

Definitions and nomenclature.

Loss group.

Defined.

Coordination with rule that ends
separate tracking.

Example.

Loss subgroup.

Net operating loss carryovers.

Net unrealized built-in loss.

Loss subgroup parent.

Election to treat loss subgroup par-
ent requirement as satisfied.
Principal purpose of avoiding a limi-
tation.

Special rules.

Examples.

Pre-change consolidated attribute.
Defined.

Example.

Pre-change subgroup attribute.
Defined.

Example.

Net unrealized built-in gain and loss.
In general.

Members included.

Consolidated group with a net oper-
ating loss.

Determination whether a consoli-
dated group has a net unrealized
built-in loss.

Loss subgroup with net operating
loss carryovers.

) Determination whether subgroup

has a net unrealized built-in loss.
Separate determination of section
382 limitation for recognized built-
in losses and net operating losses.
Coordination with rule that ends
separate tracking.

Acquisitions of built-in gain or loss
assets.
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(5) Indirect ownership.
2.

for five years.

(h) Recognized built-in gain or loss. @)
(1) Ingeneral. [Reserved]
(2) Disposition of stock or an intercom-
pany obligation of a mgmber. 1)
(3) Intercompany transactions. )
(4) Exchanged basis property.
(i) [Reserved] (b)
(j) Predecessor and successor corpora-
tions. (1)
§1.1502-92 Ownership change of a Ioss(z)
group or a loss subgroup. (0
(@) Scope. (i)
(b) Determination of an ownership(3)
change. (c)
(1) Parent change method.
() Loss group. (1)
(i) Loss subgroup. (2)

Special rule if election regarding(d)
section 1504(a)(1) relationship is(;)
made. (2)
Examples. ©
Special adjustments.

(iii)

()
®3)

§1.1502-93 Consolidated section 382 (b)
Common parent not common parenimitation (or subgroup section 382
limitation).

Determination of the consolidateo(l)
section 382 limitation (or subgroup(z)
section 382 limitation).

In general. ®)
Coordination with apportionment
rule. 4)
Value of the loss group (or loss sub(c)
group).

Stock value immediately before(1)
ownership change. )

Adjustment to value. (i
In general. (i)
Anti-duplication. ®3)
Examples. )

Recognized built-in gain of a Ioss(!)
group or loss subgroup. (i)
In general. (4)
Adjustments. )

Continuity of business. 0)
In general. (i)
Example. (5)

Limitations of losses under other
rules. (6)

(i) Common parent succeeded by a ne§1.1502-94 Coordination with section (7
common parent. 382 and the regulations thereunder wheryq)
(i) Newly created loss subgroup parenta corporation becomes a member of a
(iif) Examples. consolidated group. 1)
(4) Ezgeg separate tracking of certalrta) Scope. )
(1) Ingeneral. )
() Supplemental rules for determmmg&z) Successor corporation as new los&)
ownership change. member.
(1) Scope. _ (3) Coordination in the case of a los€1)
(2) Cause for applying supplementa subgroup. 2)
rule. (4) End of separate tracking of certairi)
(3) Operating rules. losses. (ii)
(4) Supplemental ownership changees) Cross-reference.
_ rules. _ Application of section 382 to a new(iii)
(i) Additional testing dates for the com- loss member.
mon parent (or loss subgroup par¢1) |n general. (iv)
ent). (2) Adjustment to value. (v)
(i) Treatment of subsidiary stock ag3) Pre-change separate attribute de-
stock of the common parent (or loss fined. (vi)
subgroup parent). (4) Examples. 3
(iii) Different testing periods. (c) Built-in gains and losses.
(iv) Disaffiliation of a subsidiary. (d) Information statements. 4
(v) Subsidiary stock acquired first. .
(vi) Anti-duplication rule. §1.1502-95 Rules on ceasing to be a 5)
(5) Examples. member of a consolidated group (or loss 6)
(d) Testing period following ownership SUPITOUR)-
change under this section. (@) Ingeneral.
(e) Information statements. (1) Consolidated group. (i)
(1) Common parent of a loss group.  (2) Election by common parent. (i)
(2) Abbreviated statement with respec{3) Coordination with §§1.1502-91

to loss subgroups.
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Separate application of section 382
when a member leaves a consoli-
dated group.

In general.

Effect of a prior ownership change
of the group.

Application in the case of a loss sub-
group.

Examples.

Apportionment of a consolidated
section 382 limitation.

In general.

Amount which may be apportioned.
Consolidated section 382 limitation.
Net unrealized built-in gain.

Effect of apportionment on the con-
solidated group.

Consolidated section 382 limitation.
Net unrealized built-in gain.

Effect on corporations to which an
apportionment is made.
Consolidated section 382 limitation.
Net unrealized built-in gain.

Deemed apportionment when loss
group terminates.

Appropriate adjustments when for-
mer member leaves during the year.
Examples.

Rules pertaining to ceasing to be a
member of a loss subgroup.

In general.

Exceptions.

Examples.

Allocation of net unrealized built-in
loss.

In general.

Amount of allocation.

In general.

Transferred basis property and de-
ferred gain or loss.

Assets for which gain or loss has
been recognized.

Exchanged basis property.

Two or more members depart during
the same year.

Anti-abuse rule.

Effect of the allocation on the con-
solidated group.

Effect on corporations to which the
allocation is made.

Subgroup principles.

Apportionment of consolidated sec-
tion 382 limitation (or subgroup sec-
tion 382 limitation).

In general.

Special rule for former members that
become members of the same con-
solidated group.
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(7) Examples. i) Effect of election. solidated attributes (or pre-change sub-
p g
(8) Reporting requirement. (i) Examples. group attributes) shall not exceed the con-
(f) Filing the election to apportion the(e) Time and manner of making electiorsolidated section 382 limitation (or sub-
section 382 limitation and net unre- under §1.1502-91(d)(4). group section 382 limitation) for such
alized built-in gain. (1) In general. year as determined under §1.1502-93.
(1) Form of the election to apportion.  (2) Election statement. (2) Special rule for post-change year
(2) Signing of the election. that includes the change datk.the post-
ili i §1.1502-97 Special rul d i
(3) Filing of the election. 1oV~ pecial rules under section cpange year includes the change date,
(4) Revocation of election. 382 for members under the jurisdiction 0kgction 382(b)(3)(A) is applied so that the
1150296 Miscel | a courtin a title 11 or similar consolidated section 382 limitation (or
81. B Isceflaneous ruies. case.[Reserved]. subgroup section 382 limitation) does not
c. End of separate tracking of losses. §1.1502-98 Coordination with section 2PPly to the portion of consolidated tax-
(1) Application. 383. able income that is allocable to the period
(2) Effect of end of separate tracking. _ in the year on or before the change date.
(i) Net operating loss carryovers. §1.1502-99 Effective dates. See genera}lly §1.382-6 (relating to the al-
(i) Net unrealized built-in losses. (a) Effective date Ipcatlon of income and loss). _The alloca-
(i) Common parent not common parent(b Special rules : tion of consolidated taxable income for
for five years. 1) EF fion 1o ¢ ' t sub ) the post-change year that includes the
= ion to tr r r - :
(3) Continuing effect of end of separate( ) Electio to ea t.Sl;. %OUD parent f€hange date must be made before taking
tracking. quirement as satished. __into account any consolidated net operat-
() Ingeneral, 4. tP:l_nmpal purpose of av0|d|ngallm|-mg loss deduction (as defined in
(i) Example. 3) gelggin to be a member of a Ios§1'1502_21(a))'
(4) Special rule for testing period. sub roug (3) Cross-referenceSee §§1.1502—94
(5) Limits on effects of end of separate(. o g Fr’] h fal band 1.1502-95 for rules that apply section
tracking. ) wnership changeé ot a 10SS Subzg to a corporation that becomes or
(b) Ownership change of subsidiary. i g;o?r%ﬁon of 5-vear period ceases to be a member of a group or loss
(1) Ownership change of a subsidiar;g piration yearp . subgroup.
because of options or plan or ar. ) Reattribution of net operating loss (b) Definitions and nomenclatureEor
carryovers under §1.1502-20(g). £ thi ; d §81.1502—92
rangement. (5) Election to apportion net unrealize urposes of this section and S31. ;
(2) Effect of the ownership change. builtin qain Pp hrough 1.1502-99, unless otherwise
() In general. Testi gain. q includ . dstated:
(i) Pre-change losses. (c) Testing period may include a period (1) The definitions and nomenclature

®3)

(4)
(©
(d)
1)
(2)
®3)
(i)

(ii)
(4)

0

(i)
(iii)

(iv)
v)

(6)

beginning before June 25, 1999.

Coordination with §81.1502-91, contained in section 382 and the regula-
1.1502-92, and 1.1502-94. (1) In gen.e_ral. . tions thereunder (including the nomencla-
Example. @ 'bl'r?n_snllon rule for net unrealizedy, e ang assumptions relating to the ex-
Continuing effect of an ownership uilt-in losses. amples in §1.382-2T(b)) and this section
change. §1.1502-91 Application of section 382 and 881.1502-92 through 1.1502-99
Losses reattributed under §1.1502with respect to a consolidated group. ~ 2PPIY. _

20(9). (2) In all examples, all groups file con-
In general. (a) Determination and effect of ansolidated returns, all corporations file
Deemed section 381(a) transaction.ownership change-(1) In general. This their income tax returns on a calendar
Rules relating to owner shifts. section and §81.1502-92 and 1.1502-9&ar basis, the only 5-percent shareholder
In general. set forth the rules for determining an ownef a corporation is a public group, the
Examples. ership change under section 382 for menfiacts set forth the only owner shifts during
Rules relating to the section 382 limbers of consolidated groups and the sethe testing period, no election is made
itation. tion 382 limitations with respect tounder paragraph (d)(4) of this section, and

Reattributed loss is a pre-changattributes described in paragraphs (e) arehch asset of a corporation has a value
separate attribute of a new losgf) of this section. These rules generallgqual to its adjusted basis.

member. provide that an ownership change and the (3) As the context requires, references
Reattributed loss is a pre-changesection 382 limitation are determinedo 8§1.1502-91 through 1.1502-96 in-

subgroup attribute. with respect to these attributes for thelude references to corresponding provi-

Potential application of sectiongroup (or loss subgroup) on a single entitgions of §§1.1502—-91A through 1.1502—

382(I)(1). basis and not for its members separatel96A. For example, a reference to an own-
Duplication or omission of value.  Following an ownership change of a losership change under §1.1502-92 in

Special rule for continuity of busi- group (or a loss subgroup) undeg1.1502-95(b) can include a reference to

ness requirement. §1.1502-92, the amount of consolidateen ownership change under 81.1502—-92A.
Election to reattribute section 382taxable income for any post-change year (c) Loss group—(1) Defined. A loss
limitation. which may be offset by pre-change congroup is a consolidated group that—

1999-29 |.R.B. 79 July 19, 1999



(i) Is entitled to use a net operating loss Example. Loss group(i) Land L1 file separate  (ii) They bear the relationship de-
carryover to the taxable year that did ngeturns and each has a net operating loss carryouggribed in section 1504(a)(1) to each other
arise (and is not treated undefising in Year 1 thatis carried over fo Year 2. Aprough a loss subgroup parent immedi-
§1.1502-21(c) as arising) in a SRLY;  °Wns 40 shares and L owns 60 shares of the 100 otz “attar they become members of the

., . . standing shares of L1 stock. At the close of Year 1,

(i) Has a consolidated net operating buys the 40 shares of L1 stock from A. For Year 2c‘:urr(?nt group (or are deemed to bgar that
loss for the taxable year in which a testing and L1 file a consolidated return. The following is'€lationship as a result of an election de-
date of the common parent occurs (deteg-graphic illustration of these facts: scribed in paragraph (d)(4) of this sec-
mined by treating the common parent as a (i) L and L1 become a loss group at the begintion); and
loss corporation); or ning of Year 2 because the group is entitled to use (jii) At least one of the members car-

(i) Has a net unrealized built-in lossthe Year 1 net operating loss carryover of L, th¢jes over a net operating loss that did not
(determined under paragraph (g) of thiézgqt?doﬁn%aerregil";g;:_hzf('g) ';Zta"’:ir;isr‘fg)("’i‘:i';;férise (and is not treated under §1.1502—
SeCtlon_ by _treqtlng the date on Wh'Ch th%ee §1.1502-94 for rules relating to the application 1(c) as arising) in a SRLY with respect
determination is made as though it were & section 382 with respect to L1’s net operating lost® the former group. o
change date). carryover from Year 1 which did arise in a SRLY. (2) Net unrealized built-in lossTwo

(2) Coordination with rule that ends . or more corporations that become mem-
separate tracking.A consolidated group (d) Loss subgroup-(1) Net operating bers of a consolidated group compose a
may be a loss group because a membef@sS carryovers.Two or more corpora- loss subgroup if they—
losses that arose in (or are treated as arfns that become members of a consoli- (i) Have been continuously affiliated
ing in) a SRLY are treated as described iflated group (the current group) composeith each other for the 5 consecutive year
paragraph (c)(1)(i) of this section. Sed loss subgroup if— period ending immediately before they
§1.1502-96(a). (i) They were affiliated with each otherbecome members of the group;

(3) Example. The following example in another group (the former group), (i) Bear the relationship described in
illustrates the principles of this paragraphvhether or not the group was a consolisection 1504(a)(1) to each other through a
(©): dated group; loss subgroup parent immediately after
they become members of the current
. group (or are deemed to bear that rela-
‘ tionship as a result of an election de-
40% Of L scribed in paragraph (d)(4) of this sec-

tion); and
Ll StOCk (iii) Have a net unrealized built-in loss
(determined under paragraph (g) of this
NOL section on the day they become members
of the group by treating that day as though
60% it were a change date).

(3) Loss subgroup parentA loss sub-
group parent is the corporation that bears
the same relationship to the other mem-
bers of the loss subgroup as a common
parent bears to the members of a group.

(4) Election to treat loss subgroup par-
ent requirement as satisfied(i) In gen-
eral. Solely for purposes of paragraphs
(d)(1)(i) and (2)(ii) of this section, two or
more corporations that become members
of a consolidated group at the same time
and that were affiliated with each other
L immediately before becoming members

of the group are deemed to bear a section
1504(a)(1) relationship to each other im-

mediately after they become members of
SRY NOL the group if the common parent of that
100% group makes an election under this para-
graph (d)(4) with respect to those mem-
bers. See §1.1502—-96(e) for the time and
L l manner of making the election.

(i) Members included.An election
under this paragraph (d)(4) includes all
SRLY NOL corporations that become members of the
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current group at the same time and the=

were affiliated with each other immedi-

ately before they become members of th P 100% of

current group. I. stock
(iif) Each member included treated a: —_—

loss subgroup parentlf the members to

which this election applies are a loss sut
group described in paragraph (d)(1) or (2
of this section, then each member i

C
N
treated as a loss subgroup parent. S 0
L

§1.1502-92(b)(1)(iii) for special rules re-
lating to an ownership change of a los
subgroup if the election under this para
graph (d)(4) is made. : L 1
(5) Principal purpose of avoiding a
limitation. The corporations described in
paragraphs (d)(1) or (2) of this section di
not compose a loss subgroup if any one «
them is formed, acquired, or availed o
with a principal purpose of avoiding the
application of, or increasing any limita-
tion under, section 382. Instead, §1.1502
94 applies with respect to the attributes ¢
each such corporation. Any member ex P
cluded from a loss subgroup, if excluder
with a principal purpose of so avoiding ol
increasing any section 382 limitation, is
treated as included in the loss subgrou 100%
This paragraph (d)(5) does not appl
solely because, in connection with be L
coming members of the group, the men
bers of a group (or loss subgroup) are r¢ -21 NOLJj
arranged (or, in the case of the precedir
sentence, are not rearranged) to bear a
lationship to the other members describe L 7
in section 1504(a)(1). -
(6) Special rules. See §1.1502-95(d)
for rules concerning when a corporatior ~21 NOL{
ceases to be a member of a loss subgro..,.,

and for certain exceptions that may apply
if 2 member does not continue to satisf&1-1502-21(b) to each of L and L1, which they carrand 60 percent of the stock of L3, respectively. The
: over to Year 2. The following is a graphic illustra-P group has a consolidated net operating loss arising
th_e I.OSS subgroup parent reqUIremertion of these facts: ’ I in Year 1 that is carried over to Year 2. On May 22,
within the current group. See alsc (i) (@) L and L1 compose a loss subgrougYear 2, P sells all the stock of L and L1 to P1, the
§1.1502-96(a) for a special rule regardinwithin the meaning of paragraph (d)(1) of this seccommon parent of another consolidated group. The
the end of separate tracking of SRLYion because— Year 1 consolidated net operating loss is apportioned
losses of a member that has an ownerst (A They were affiliated with each other in the Punder §1.1502-21(b), and each of L, L1, L2, and L3
roup (the former group); carries over a portion of such loss to the first consol-
change or that has been a_member of? (B‘; EI'hey bear :rele?ti)onship described in sectioidated return year of the P1 group ending after the
group for at least 5 consecutive years. 1504(a)(1) to each other through a loss subgrotacquisition. The following is a graphic illustration
(7) Examples. The following exam- parent (L) immediately after they became membeiof these facts:
ples illustrate the principles of this paraof the L group; and (i) Land L2 compose a loss subgroup within the
graph (d): (C) At least one of the members (here, both L anmeaning of_pa_\ragraph (_d)(l) of this section. Neither
L1) carries over a net operating loss to the L grouLl nor L3 is included in a loss subgroup because
Example 1. Loss subgroufi) P owns all the L (the current group) that did not arise in a SRLY wittneither bears a relationship described in section
stock and L owns all the L1 stock. The P group harespect to the P group. 1504(a)(1) through a loss subgroup parent to any
a consolidated net operating loss arising in Year  (b) Under paragraph (d)(3) of this section, L isother member of the former group immediately after
that is carried to Year 2. On May 2, Year 2, P sellthe loss subgroup parent of the L loss subgroup. ~becoming members of the P1 group.
all the stock of L to A, and L and L1 thereafter file Example 2. Loss subgroup—section 1504(a)(1 Example 3. Loss subgroup—section 1504(a)(1)
consolidated returns. A portion of the Year 1 consolrelationship. (i) P owns all the stock of L and L1. L relationship. The facts are the same astrample
idated net operating loss is apportioned undeowns all the stock of L2. L1 and L2 own 40 percen2, except that the stock of L1 is transferred to L in
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Example. Pre-change consolidated attribu¢g.

The L group has a consolidated net operating loss
P 100% of L Pl arising in Year 1 that is carried over to Year 2. The L
and Ll Stk loss group has an ownership change at the beginning

—e of Year 2.

(i) The net operating loss carryover of the L loss
group from Year 1 is a pre-change consolidated at-
tribute because the L group was entitled to use the

L L l loss in Year 2 and therefore the loss was described in
paragraph (c)(1)(i) of this section. Under paragraph

(a)(2)(i) of this section, the amount of consolidated

taxable income of the L group for Year 2 that may be

j offset by this loss carryover may not exceed the con-
’ solidated section 382 limitation of the L group for that

L 2 40% year. See §1.1502-93 for rules relating to the compu-
tation of the consolidated section 382 limitation.

T L3 () Pre-change subgroup attribute

60% (1) Defined. A pre- change subgroup at-
tribute of a loss subgroup is—

(i) Any net operating loss carryover
described in paragraph (d)(1)(iii) of this
section (relating to the definition of loss
subgroup); and

(i) Any recognized built-in loss of the

P Pl loss subgroup.

(2) Example. The following example

/ \ illustrates the principle of this paragraph
(®:

‘H O =Z O

y 4
w4

L L 1 Pre-change subgroup attributgi) P is the com-
mon parent of a consolidated group. P owns all the
stock of L, and L owns all the stock of L1. L2 is not
-21 NOL _21 NOIL a member of‘a_n affiliated group, a_nd has_ a net oper-
ating loss arising in Year 1 that is carried over to
l Year 2. On December 11, Year 2, L1 acquires all the
2 stock of L2, causing an ownership change of L2.
L 40% During Year 2, the P group has a consolidated net
N L 3 operating loss that is carried over to Year 3. On No-
| vember 2, Year 3, M acquires all the L stock from P.
21 NOLso\% M, L, L1, and L2 thereafter file consolidated returns.
All of the P group Year 2 consolidated net operating
21 NOL loss is apportioned under §1.1502-21(b) to L and
L2, which they carry over to the M group.
connection with the sale of the L stock to P1. L, L1group. As a result of the election, L, L1, L2, and L3 (ii)(a) L, L1, and L2 compose a loss subgroup
L2, and L3 compose a loss subgroup within thare treated as satisfying the requirement that thdyecause—
meaning of paragraph (d)(1) of this section bebear the relationship described in section 1504(a)(1) (1) They were affiliated with each other in the P
cause— to each other through a loss subgroup parent immetoup (the former group);
(i) They were affiliated with each other in the Pdiately after they become members of the P1 group. (2) They bear a relationship described in section
group (the former group); L, L1, L2, and L3 compose a loss subgroup within-504(a)(1) to each other through a loss subgroup
(ii) They bear a relationship described in sectioihe meaning of paragraph (d)(1) of this section. ~ Parent (L) immediately after they became members
1504(a)(1) to each other through a loss subgroup of the L group; and
parent (L) immediately after they become members (e) Pre-change consolidated attri- (3) At least one of the members (here, both L and
of thfe P1 group; and bute—(l) Defined. A pre-change consoli- L2) carries over a net opgratlng Iqss to_the M group
(iii) At least one of the members (here, each of L, . . (the current group) that is described in paragraph
L1, L2, and L3) carries over a net operating loss tdated attribute of a loss group is— (d)(1)(iii) of this section.
the P1 group (the current group). (i) Any loss described in paragraph (b) For this purpose, L2's loss from Year 1 that
Example 4. Loss subgroup—elective sectio(b)(]_)(i) or (i) of this section (relating to was a SRLY loss with respect to the P group (the for-
1504(a)(1) relationshipThe facts are the same as inthe definition of loss group) that is allocamer gropp) is described in paragraph (_d)(l)(iii) of
Example 2, except that P1 makes the election under . . this section because L2 had an ownership change on
paragraph (d)(4) of this section. The election in-ble to the period ending on or before thgecoming a member of the P group (see

cludes L, L1, L2, and L3 (even though L and L2change date; and §1.1502-96(a)) on December 11, Year 2. Starting
would compose a loss subgroup without regard to (i) Any recognized built-in loss of the on December 12, Year 2, the P group no longer sepa-
the election) because they become members of t ss group rately tracked owner shifts of the stock of L1 with

current group (the P1 group) at the same time an le The followi leil respect to the Year 1 loss. M’s acquisition results in
were affiliated with each other in the P group imme- (2) Examp e"T 'e 0 OWIfjg exampie - o, ownership change of L, and therefore the L loss
diately before they became members of the Plustrates the principle of this paragraph (€}ubgroup under §1.1502-92(a)(2). See §1.1502-93
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for rules governing the computation of the subgroupperating losses) has a net unrealizezteases the consolidated section 382 limi-
section 382 limitation. , built-in gain are all members of the contation, the group includes, under para-
) (i) In the M group, L2's Year 1 l0ss continues tog ias04 group on the day that the detegraph (g)(2)(i) of this section, all of its
e subject to a section 382 limitation resulting front ", . . . . .
the ownership change that occurred on DecembBrination is made. members on the day the determination is
11, Year 2. See §1.1502-96(c). (i) Determination whether a consoli-made. Under paragraph (g)(2)(ii) of this
dated group has a net unrealized built-irsection, however, for purposes of deter-
(9) Net unrealized built-in gain and 555, The members included in the determining whether a group has a net unreal-
loss—(1) In general. The determination mination whether a consolidated group iized built-in loss described in paragraph
whether a consolidated group (or 10sg§ |oss group described in paragraplc)(L)(ii) of this section, not all members
subgroup) has a net unrealized built-inc)(1)(iii) of this section are— of the consolidated group may be in-
gain or loss under section 382(h)(3) is (A) The common parent and all othecluded. Thus, a consolidated group may
based on the aggregate amount of the segembers that have been affiliated witthave recognized built-in gains that in-
arately computed net unrealized built-ithe common parent for the 5 consecutiverease the amount of consolidated taxable
gains or losses of each member that is i§ear period ending on the day that the déacome that may be offset by its pre-
cluded in the group (or loss subgroupjermination is made; change net operating loss carryovers that
under paragraph (g)(2) of this section, in- (B) Any other member that has a nedlid not arise (and are not treated as aris-
cluding items of built-in income and de-ynrealized built-in loss determined undeing) in a SRLY, and also may have recog-
duction described in section 382(h)(6)paragraph (g)(1) of this section on thaized built-in losses the absorption of
Thus, for example, amounts deferredate that the determination is made, anahich is limited. Similar results may ob-
under section 267, or under 81.1502-1fhat is neither a new loss member detain for loss subgroups under paragraphs
(other than amounts deferred with respegicribed in §1.1502-94(a)(1)(ii) nor a(g)(2)(iii) and (iv) of this section. See
to the stock of a member (or an intercommember of a loss subgroup described i81.1502—93(c)(2) for rules prohibiting the
pany obligation) included in the group (oparagraph (d)(2) of this section:; use of recognized built-in gains to in-
loss subgroup) under paragraph (9)(2) of (C) Any new loss member described ircrease the amount of consolidated taxable
this section) are built-in items. Theg1.1502-94(a)(1)(ii) that has a net unrealncome that can be offset by recognized
threshold requirement under sectiofized built-in gain determined under parabuilt-in losses.
382(h)(3)(B) applies on an aggregatgraph (g)(1) of this section on the day that (3) Coordination with rule that ends
basis and not on a member-by-membehe determination is made; and separate trackingSee §1.1502-96(a) for
basis. The separately computed amount(D) The members of a loss subgrougpecial rules relating to members (or loss
of a member included in a group or losglescribed in paragraph (d)(2) of this sesubgroups) that have an ownership
subgroup does not include any unrealizegbn if the members of the subgroup haveshange within six months before, on, or
built-in gain or loss on stock (includingin the aggregate, a net unrealized built-iafter becoming a member of the group.
stock described in section 1504(a)(4) angain on the day that the determination is (4) Acquisitions of built-in gain or loss
§1.382-2T(f)(18)(ii) and (iii)) of another made. assets A member of a consolidated group
member included in the group or loss sub- (iii) Loss subgroup with net operating(or loss subgroup) may not, in determin-
group (or an intercompany obligation)loss carryovers. The members included ing its separately computed net unrealized
However, a member of a group or losi the determination whether a loss sulbuilt-in gain or loss, include any gain or
subgroup includes in its separately comgroup described in paragraph (d)(1) ofoss with respect to assets acquired with a
puted amount the unrealized built-in gainhis section (relating to loss subgroupgrincipal purpose to affect the amount of
or loss on stock (but not on an intercomwith net operating loss carryovers) has #@s net unrealized built-in gain or loss. A
pany obligation) of another member nohet unrealized built-in gain are all memgroup (or loss subgroup) may not, in de-
included in the group or loss subgroup. Ibers of the loss subgroup on the day thétrmining its net unrealized built-in gain
a member is not included in the determithe determination is made. or loss, include any gain or loss of a mem-
nation whether a group (or subgroup) has (iv) Determination whether subgroupber acquired with a principal purpose to
a net unrealized built-in loss under parahas a net unrealized built-in lossThe affect the amount of its net unrealized
graph (g)(2)(ii) or (iv) of this section, thatmembers included in the determinatiomuilt-in gain or loss.
member is not included in the loss groupvhether a subgroup has a net unrealized (5) Indirect ownership. A member’s
or loss subgroup. See 8§1.1502-94(c) (réuilt-in loss are those members describeseparately computed net unrealized built-
lating to built-in gain or loss of a new lossin paragraphs (d)(2)(i) and (ii) of thisin gain or loss is adjusted to the extent
member) and 81.1502-96(a) (relating tgection. necessary to prevent any duplication of
the end of separate tracking of certain (v) Separate determination of sectiorunrealized gain or loss attributable to the
losses). 382 limitation for recognized built-in member’s indirect ownership interest in
(2) Members included-(i) Consoli- losses and net operating lossén.deter- another member through a nonmember if
dated group with a net operating lossmining whether a loss group described ithe member has a 5-percent or greater
The members included in the determingparagraph (c)(1)(i) or (ii) of this sectionownership interest in the nonmember.
tion whether a consolidated group defrelating to loss groups that have net oper- (6) Common parent not common parent
scribed in paragraph (c)(1)(i) or (ii) of thisating loss carryovers) has a net unrealizddr five years. If the common parent has
section (relating to loss groups with nebuilt-in gain which, if recognized, in- become the common parent of an existing
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group within the previous 5 year period irginning of the recognition period, thehas an ownership change. Solely for pur-
a transaction described in §1.1502-asset is treated, with appropriate adjusposes of determining whether the loss
75(d)(2)(ii) or (3), appropriate adjust-ments, as held by the member at the beubgroup parent has an ownership
ments must be made in applying paraginning of the recognition period. change—

graph (g)(2)(ii)(A) of this section so that (i) [Reserved] (A) The losses described in §1.1502—
corporations that have not been members (j) Predecessor and successor corpd1(d) are treated as net operating losses
of the group for five years are not invations. A reference in this section and(or a net unrealized built-in loss) of the
cluded. In such a case, references to ti§§1.1502-92 through 1.1502-99 to a cotess subgroup parent;

common parent in paragraph (9)(2)(ii)(A)poration, member, common parent, loss (B) The day that the members of the
of this section are to the former commorubgroup parent, or subsidiary includedpss subgroup become members of the
parent. Thus, members of the group ress the context may require, a reference group (or a loss subgroup) is treated as a
maining in existence (including the newy predecessor or successor corporation t&sting date within the meaning of
common parent) that have not been affilidefined in §1.1502—-1(f)(4). For example§1.382-2(a)(4); and

ated with the former common parent (othe determination whether a successor (C) The loss subgroup parent deter-
that have not been members of that groughtisfies the continuous affiliation re-mines the earliest day that its testing pe-
for the five consecutive year period eﬂdquirement of paragraph (d)(2)(i) orriod can begin under §1.382-2T(d)(3) by
ing on the day that the determination iség)(z)(ii) of this section is made by refer-reference to only the attributes that make

made are not included under paragrapdnce to its predecessor. the members a loss subgroup under
(9)(2)(ii))(A) of this section. See, how- §1.1502-91(d).

ever, §1.1502-96(a)(2) for special rule§1.1502-92 Ownership change of aloss (jiiy Special rule if election regarding
relating to members (or loss subgroupsgroup or a loss subgroup. section 1504(a)(1) relationship is made

that have an ownership change within six . . . (A) Ownership change of deemed loss
months before, on, or after the time thﬁt (&) Scope. This section provides rulessubgroup parent is an ownership change

r determining if there is an ownershi
the member becomes a member of t % g : .pﬁf loss subgroup.If the common parent
change for purposes of section 382 wit .
group. makes an election under §1.1502-
(h) Recognized built-in gain or loss respect to a loss group or a loss subgroug

. 1(d)(4), each of the members in the loss
(1) In general. [Reserved]. See 81.1502-94 for special rules for de-

(2) Disposition of stock or an inter- termining if there is an ownership changg'UbgrouD Is treated as the loss subgroup
company obligation of a membégain or

with res arent for purposes of determining
pect to a new loss member anhether the loss subgroup has an owner-

loss recognized by a member on the disit-1502-96(b) for special rules for deterg & "o 0o nder section 382 and the
position of stock (including stock de-Mining if there is an ownership change 0?egulations thereunder on or after the day
scribed in section 1504(a)(4) and §1.3822 Subsidiary. . _the members become members of the
2T(f)(18)(ii) and (iii)) of another member (P) Determination of an ownership .
is treated as a recognized gain or loss f§hange—(1) Parent change methes(i) (B) Exception.Paragraph (b)(L)(iii)(A)
purposes of section 382(h)(2) (unless did-0SS droup. A loss group has an owner- . i o ion does not apply to cause an
allowed under §1.1502—20 or otherwise)?h'p change if the loss gl’OUp'S Commo%wnership change of a loss subgroup if a
even though gain or loss on such stodk@r€nt has an ownership change undgt.. oy joss subgroup parent has an own-
was not included in the determination of §ection 382 and the regulations the_re_uré-rship change upon (or after) ceasing to
net unrealized built-in gain or loss undefl€r- Solely for purposes of determining '\ oo e rent group.
paragraph (g)(1) of this section. Gain oWhether the common parent has an own- .,y g, 2 sles The following exam-
loss recognized by a member with respe€fship change— ,ples illustrate the principles of this para-

to an intercompany obligation is treated (A) The losses described in 81.1502¢ )\ 1.

as recognized gain or loss only to the eX21(c) are treated as net operating lossés '

tent (if any) the transaction gives rise tdor @ net unrealized built-in loss) of the Example 1. Loss group—ownership change of
aggregate income or loss within the concommon parent; and the common parent(i) A owns all the L stock. L

- : wns 80 percent and B owns 20 percent of the L1
solidated group. (B) The common parent determmeés)tock. For Year 1, the L group has a consolidated net

(3) Intercompany transactionsGain the earliest day that its testing period cafjerating loss that resulted from the operations of
or loss that is deferred under provisiongegin by reference to only the attributeg1 and that is carried over to Year 2. The value of
such as section 267 and §1.1502-13 that make the group a loss group unddie L stock is $1000. The total value of the L1 stock
treated as recognized built-in gain or los§1.1502-91(c). is $600 and the value of the L1 stock held by B is

. . $120. The L group is a loss group under
only to the extent taken into account by (i) Loss subgroup.A loss subgroup 1 1502—91(c)(1)gbecaF:Jse itis entitle% to Ese its net

the group during the recognition periodhas an ownership change if the 10ss SUBperating loss carryover from Year 1. On August 15,

See also §1.1502-13(c)(@xample 10.  group parent has an ownership changear 2, A sells 51 percent of the L stock to C. The
(4) Exchanged basis propertylf the under section 382 and the regulation®llowing is a graphic illustration of these facts:

adjusted basis of any asset is determinetereunder. The principles of §1.1502— (i) Under paragraph (b)(1)(i) of this section,

. L . . . . section 382 and the regulations thereunder are ap-
directly or indirectly, in _whole or in part, 95(b) (relatmg to ceasing to be g memb%lﬁed o L o determine whether it (and therefore the
by reference to the adjusted basis of af a consolidated group) apply in detery joss group) has an ownership change with respect

other asset held by the member at the betining whether the loss subgroup parenb its net operating loss carryover from Year 1 attrib-
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the L loss group has an ownership change undéss, which they carry over to the M group’s Year 2

51% of paragraph (b)(1)(i) of this section, and, accordinglyand Year 3 consolidated return years. The M group
o there is no ownership change of the L loss groughas a consolidated net operating loss arising in Year

L stock See paragraph (c) of this section, however, for a suf-that is carried over to Year 3. On June 9, Year 3, A
plemental ownership change method that wouldells 70 percent of the M stock to C. The following
apply to cause an ownership change if the purchasissa graphic illustration of these facts:
by C and D were pursuant to a plan or arrangement (i) Under §1.1502-91(d)(1), L and L1 compose
and certain other conditions are satisfied. a loss subgroup on May 19, Year 2, the day they be-

Example 3. Loss subgroup—ownership changegome members of the M group. Under paragraph
of loss subgroup parent control¢) P owns all the (b)(1)(ii) of this section, section 382 and the regula-
L stock. L owns 80 percent and A owns 20 percertions thereunder are applied to L to determine
of the L1 stock. The P group has a consolidated nethether L (and therefore the L loss subgroup) has an
operating loss arising in Year 1 that is carried over townership change with respect to the loss carryovers

80% > 20% Year 2. On September 9, Year 2, P sells 51 percefniom Year 1 on May 19, Year 2, a testing date be-

of the L stock to B, and L1 is apportioned a portiorcause of B’s sale of L stock to M. The sale of L

L 1 of the Year 1 consolidated net operating loss undstock to M results in only a 45 percentage point in-

§1.1502-21(b), which it carries over to its next taxerease in A's ownership of L stock. Thus, there is no

able year. L and L1 file a consolidated return foownership change of L (or the L loss subgroup) with

their first taxable year ending after the sale to Brespect to those loss carryovers under paragraph

The following is a graphic illustration of these facts:(b)(1)(ii) of this section on that day.

utable to L1 on August 15, Year 2. The sale of the L (ii) Under §1.1502-91(d)(1), L and L1 compose (iii) June 9, Year 3, is also a testing date with re-

stock to C causes an ownership change of L underloss subgroup on September 9, Year 2, the day ttstect to the L loss subgroup because of A's sale of M

§1.382-2T and of the L loss group under paragrapihey become members of the L group. Under paratock to C. The sale results in a 56 percentage point

(b)(2)(i) of this section. The amount of consolidatedyraph (b)(1)(ii) of this section, section 382 and théncrease in C's ownership of L stock, and L has an

taxable income of the L loss group for any postregulations thereunder are applied to L to determinewnership change. Therefore, the L loss subgroup

change taxable year that may be offset by its pravhether it (and therefore the L loss subgroup) has dras an ownership change on that day with respect to

change consolidated attributes (that is, the net opeswnership change with respect to the portion of ththe loss carryovers from Year 1.

ating loss carryover from Year 1 attributable to L1)Year 1 consolidated net operating loss that is appor- (iv) Paragraph (b)(1)(i) of this section requires

may not exceed the consolidated section 382 limitdioned to L1 on September 9, Year 2. L has an owrhat section 382 and the regulations thereunder be

tion for the L loss group for the taxable year. ership change resulting from P’s sale of 51 perceripplied to M to determine whether M (and therefore
Example 2. Loss group—owner shifts of subef the L stock to A. Therefore, the L loss subgroughe M loss group) has an ownership change with re-

sidiaries disregarded(i) The facts are the same ashas an ownership change with respect to that loss. spect to the net operating loss carryover from Year 2

in Example 1gexcept that on August 15, Year 2, A Example 4. Loss group and loss subgroup—comn June 9, Year 3, a testing date because of As sale

sells only 49 percent of the L stock to C and, on Deemporaneous ownership changg$) A owns all of M stock to C. The sale results in a 70 percentage

cember 12, Year 3, in an unrelated transaction, &e stock of corporation M, M owns 35 percent angboint increase in C’s ownership of M stock, and M

sells the 20 percent of the L1 stock to D. A's sale dB owns 65 percent of the L stock, and L owns all théas an ownership change. Therefore, the M loss

the L stock to C does not cause an ownership changé stock. The L group has a consolidated net opegroup has an ownership change on that day with re-
of L under 8§1.382-2T nor of the L loss group undeating loss arising in Year 1 that is carried over t@pect to that loss carryover.

paragraph (b)(1)(i) of this section. The following isYear 2. On May 19, Year 2, B sells 45 percent of the Example 5—Deemed subgroup paretrft) P

a graphic illustration of these facts: L stock to M for cash. M, L, and L1 thereafter fileowns all the stock of L and L1 and 80 percent of the

(i) B's subsequent sale of L1 stock is not takerconsolidated returns. L and L1 are each apportionesfock of T. A owns the remaining 20 percent of the
into account for purposes of determining whethea portion of the Year 1 consolidated net operatingtock of T. L1 owns all the stock of L2. P1, which
owns 60 percent of the stock of P, acquires, at the
beginning of Year 2, the T, L, and L1 stock owned
by P, and T, L, L1, and L2 become members of the

I—L—'OZO-—I

4 9 % f P1 group. The P group has a consolidated net oper-
(@) ating loss arising in Year 1 that is carried over to
A L Stock Year 2. L, L1, and L2 are each apportioned a por-
. ’ tion of the Year 1 consolidated net operating loss
under §1.1502-21(b), which they carry over to the

P1 group’s Year 2 and Year 3 consolidated return
years. P1 makes the election described in
§1.1502-91(d)(4) to treat T, L, L1 and L2 as meet-
ing the section 1504(a)(1) requirement of
L §1.1502-91(d)(1)(ii). As a result of the election, T,

L, L1 and L2 compose a loss subgroup and T, L, L1,

-——, and L2 are each treated as the loss subgroup paren
2 0 % f for purposes of this paragraph (b). Because of P1's
o indirect ownership of T, L, L1, and L2 prior to P1’s

Ll s tOCk acquisition of the T, L, and L1 stock, P1's acquisi-

tion does not cause an ownership change of the loss

. subgroup.
8 0 % 2 0 % (ii) On February 2, Year 3, L1 sells all of the

e stock of L2 to B. Although L2 is treated as a loss
| subgroup parent, the determination whether the loss

subgroup comprised of T, L, and L1 has an owner-
ship change under this paragraph (b) is made with-
out regard to the sale of L2 because L2’s ownership
change occurred upon ceasing to be a member of the
P1 group. See §1.1502-95(b) to determine the ap-

[—t*OZO-I
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(3) Special adjustments(i) Common
parent succeeded by a new common par-

P 5 1 % of ent. For purposes of determining if a loss

group has an ownership change, if the

I. stock common parent of a loss group is suc-
> ceeded or acquired by a new common
parent and the loss group remains in exis-

tence, the new common parent is treated

as a continuation of the former common

parent with appropriate adjustments to

take into account shifts in ownership of

L the former common parent during the
testing period (including shifts that occur

incident to the common parent's becom-

. ing the former common parent). A new

; common parent may be a continuation of

8 o % 2 0 % the former common parent even if, under
§1.1502-91(g)(2)(ii), the new common

parent is not included in determining
whether the group has a net unrealized
- built-in loss.

(i) Newly created loss subgroup par-
ent. For purposes of determining if a loss
subgroup has an ownership change, if the
member that is the loss subgroup parent
has not been the loss subgroup parent for
at least 3 years as of a testing date, appro-
priate adjustments must be made to take

into account owner shifts of members of
the loss subgroup so that the structure of
the loss subgroup does not have the effect
of avoiding an ownership change under
section 382. (See paragraph (b)(3)(iii),
Example 3of this section.)
(i) Examples. The following exam-

4 9 % 5 1 % ples illustrate the principles of this para-

graph (b)(3):

I—-IT‘OZO-—I

Example 1. New common parent acquires old
common parent.(i) A, who owns all the L stock,
sells 30 percent of the L stock to B on August 26,
Year 1. Lowns all the L1 stock. The L group has a
consolidated net operating loss arising in Year 1 that

-2 1. NOL is carried over to Year 3. On July 16, Year 2, A and

B transfer their L stock to a newly created holding

8 0 % ! 2 0 % company, HC, in exchange for 70 percent and 30
Py percent, respectively, of the HC stock. HC, L, and

L1 thereafter file consolidated returns. Under the

l principles of §1.1502— 75(d), the L loss group is

treated as remaining in existence, with HC taking

the place of L as the new common parent of the loss
group. The following is a graphic illustration of

_2 1 NOL these facts:
(i) On November 11, Year 3, A sells 25 percent

of the HC stock to B. For purposes of determining if
the L loss group has an ownership change under

o ) ) ) ) aragraph (b)(1)(i) of this section on November 11,
plication of section 382 to L2 when L2 ceases to bgether with the 32 percentage point owner shift e@ear 3 HC is treated as a continuation of L under

a member of the P1 group and the T, L, L1 and Liected by P1’'s acquisition of the T stock at the beparagraph (b)(4)(i) of this section because it ac-

loss subgroup. ginning of Year 2, causes an ownership change of auired L and became the common parent without
(iif) On March 26, Year 3, A sells her 20 percentand therefore of the loss subgroup comprised of Terminating the L loss group. Accordingly, HC’s
minority stock interest in Tto C . C's purchase, toi, and L1. testing period commences on January 1, Year 1, the
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stock. The merger of L into P qualifies as a reverse
-21 NOL acquisition of the L group under §1.1502—
| 75(d)(3)(i), and the L loss group is treated as re-
- maining in existence, with P taking the place of L as
[J 1 the new common parent of the L group. The follow-
ing is a graphic illustration of these facts:

(i) For purposes of determining if the L loss
-21 NOL| group has an ownership change on November 22,
Year 3, the day of the merger, P is treated as a con-
tinuation of L so that the testing period for P begins
on January 1, Year 2, the first day of the taxable year
first day of the taxable year of the L loss group ir Example 2. New common parent in case in whicof the L loss group in which the consolidated net op-
which the consolidated net operating loss that is cacommon parent ceases to exig}. A, B, and C each erating loss that is carried over to Year 3 arose. Im-
ried over to Year 3 arose (see §1.382-2T(d)(3)(i)own one-third of the L stock. L owns all the L1 mediately after the close of November 22, Year 3, D
Immediately after the close of November 11, Year Sstock. The L group has a consolidated net operatiris the only 5-percent shareholder that has increased
B’s percentage ownership interest in the commoloss arising in Year 2 that is carried over to Year zhis ownership interest in P during the testing period
parent of the loss group (HC) has increased by EOn November 22, Year 3, L is merged into P, a coi(from zero to 10 percentage points).
percentage points over its lowest percentage owneporation owned by D, and L1 thereafter files consol (i) The facts are the same as in paragraph (i) of
ship during the testing period (zero percent). Acidated returns with P. A, B, and C, as a result cthis Example 2except that A has held 23 1/3 shares
cordingly, HC and the L loss group have an ownetowning stock of L, own 90 percent of P’s stock afte(23 1/3 percent) of L's stock for five years, and A
ship change on that day. the merger. D owns the remaining 10 percent of PPurchased an additional 10 shares of L stock from E
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group has an ownership change on February 5, Year
3, and on any subsequent testing date that includes
January 19, Year 2.

(4) End of separate tracking of certain
losses. If §1.1502-96(a) (relating to the
1/3 end of separate tracking of attributes) ap-
P plies to a loss subgroup, then, while one
- merger |- or more members that were included in
the loss subgroup remain members of the
N consolidated group, there is an ownership
0 = | change with respect to their attributes de-
L1 : scribed in §1.1502-96(a)(2) only if the
L consolidated group is a loss group and has
an ownership change under paragraph
(b)(2)(i) of this section (or such a member
has an ownership change under
81.1502-96(b) (relating to ownership
changes of subsidiaries)). If, however,
the loss subgroup has had an ownership
change before §1.1502-96(a) applies, see
§1.1502-96(c) for the continuing applica-
tion of the subgroup’s section 382 limita-
tion with respect to its pre-change sub-
A C group attributes.
(c) Supplemental rules for determining
308 3308 308 ownership change-(1) Scope. This
10% paragraph (c) contains a supplemental
P rule for determining whether there is an
r ownership change of a loss group (or loss
C subgroup). It applies in addition to, and
N I not instead of, the rules of paragraph (b)
O
L
—

]
\

1 of this section. Thus, for example, if the

. common parent of the loss group has an
ownership change under paragraph (b) of
this section, the loss group has an owner-

two years before the merger. Immediately after thehange for all the HC stock, and distributes the Héhlp change even if, by applylng this

close of the day of the merger (a testing date), Astock to its sole shareholder A. HC, L, and L1 therdd@ragraph (c), the common parent would

ownership interest in P, the common parent of the &fter file consolidated returns. A portion of the Pnot have an ownership change. This para-

loss group, has increased by 6 2/3 percentage poigioup’s Year 1 consolidated net operating loss is aggraph (¢) does not apply in determining

ove.r As Iqwest percentage ownership during thqe)ortl'oned to L and L1 under §1'1502_21(t_)) and $in Ownership change of a loss subgroup

testing period (23 1/3 percent to 30 percent). carried over to the HC group’s year ending aftefor which an election under §1.1502—
(iv) The facts are the same as in (i) of thiem- February 5, Year 3. HC, L, and L1 compose a loss . :

ple 2 except that P has a net operating loss arising 8ubgroup within the meaning of §1.1502-91(d) witht(d)(4) is made.

Year 1 that is carried to the first consolidated returnespect to the net operating loss carryovers from (2) Cause for applying supplemental

year ending after the day of the merger. Solely fovear 1. The following is a graphic illustration of rule, This paragraph (c) applies to a loss

purposes of determining whether the L loss groufhese facts: _ _ group (or loss subgroup) if—

has an ownership change under paragraph (b)(1)(i) (i) February 5, Year 3, is a testing date for HC aS .

of this section, the testing period for P commencethe loss subgroup parent with respect to the net oper- (i) Any S-percent shareholder of the

on January 1, Year 2. P does not determine the eadting loss carryovers of L and L1 from Year 1. Se€0mmon parent (or loss subgroup parent)

est day for its testing period by reference to its ngiaragraph (b)(1)(ii)(B) of this section. For purposesncreases its percentage ownership inter-

operating loss carryover from Year 1, whichof determining whether HC has an ownershigst in the stock of both—

§§_1_.1592—1(f)(3) and 1.1502-75(d)(3)(i) tre_at ashange on the tz_esting date, appropriate ac!justments (A) A subsidiary of the loss group (or

arising in a SRLY. See §1.1502-94 to determine thmust be made with respect to the changes in the p@Er)-SS subgroup) other than by a direct or

application of section 382 with respect to P’s net opeentage ownership of the stock of HC because HC ™ =

erating loss carryover. was not the loss subgroup parent for at least 3 yedfidirect acquisition of stock of the com-
Example 3. Newly acquired loss subgroup parprior to the day on which it became a member of thenon parent (or loss subgroup parent); and

ent. (i) Powns all the L stock and L owns all the LIHC loss subgroup (a testing date). The appropriate (B) The common parent (or loss sub-

stock. The P group has a consolidated net operatiagljustments include adjustments so that HC sugroup parent);

loss arising in Year 1 that is carried over to Year Xeeds to the owner shifts of other members of the .. Th - ithin a 3

On January 19, Year 2, L issues a 20 percent stofdrmer group. Thus, HC succeeds to the owner shift (") _ose mqreases oceur wi

interest to B. On February 5, Year 3, P contributesf L that resulted from the sale of the 20 percent inyear period ending on any day of a con-

its L stock to a newly formed subsidiary, HC, in ex-erest to B in determining whether the HC loss suisolidated return year or, if shorter, the pe-
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riod beginning on the first day following modified by the following additional increasing their percentage ownership in-
the most recent ownership change of theiles: terests pursuant to the same plan or
loss group (or loss subgroup); and (i) Additional testing dates for thearrangement described in paragraph
(i) Either— common parent (or loss subgroup parent)c)(3)(i) of this section, appropriate ad-
(A) The common parent (or loss subA testing date for the common parent (ojustments must be made so that the
group parent) has actual knowledge of thiess subgroup parent) also includes— amount of stock treated as issued is not
increase in the 5-percent shareholder’s (A) Each day on which there is an intaken into account more than once.
ownership interest in the stock of the subcrease in the percentage ownership of (5) Examples. The following exam-
sidiary (or has actual knowledge of thestock of a subsidiary as described in pargles illustrate the principles of this para-
plan or arrangement described in paragraph (c)(2) of this section; and graph (c):
graph (c) (3)(i) of this section) before the (B) The first day of the first consoli-
date that the group’s income tax return idated return year for which the group is g, Example 1. Stock of the common parent under
) . pplemental rules(i) Aowns all the L stock. L is
filed for the taxable year that includes théoss group (or the members compose @t a member of an affiliated group and has a net op-
date of that increase; or loss subgroup). erating loss carryover arising in Year 1 that is carried
(B) At any time during the period de- (ii) Treatment of subsidiary stock agpverto Year 6. On September 20, Year 6, L transfers
scribed in paragraph (c)(2)(ii) of this secstock of the common parent (or loss suff¥l of its assets and liabilities to a newly created sub-
. sidiary, S, in exchange for S stock. L and S there-
tion, the 5-perc_ent shareholder of thgroup parent). The common parent (Or ixer file consolidated returns. On November 23,
common parent is also a 5-percent shartdss subgroup parent) is treated as thoughar 6, B contributes cash to L in exchange for a 45
holder of the subsidiary (determined withit had issued to the person acquiring (asercent ownership interest in L and contributes cash
out regard to paragraph (c)(3)(i) of thisdleemed to acquire) the subsidiary stocR S for a 20 percent ownership interest in S.
section) whose percentage increase in tiae amount of its own stock (by value) that ()_During the 3 year period ending on Novem-

. . - er 23, Year 6, B is a 5% shareholder of L and of S
ownership of the stock of the subsidiargquals the value of the subsidiary stoggat increases its ownership interest in L and S dur-
would be taken into account in determinrepresented by the percentage increaseiig that period. Under paragraph (c)(4)(ii) of this
ing if the subsidiary has an ownershighat person’s ownership of the subsidiaryection, the determination whether L (the common
change (determined as if the subsidiargdetermined on a separate entity basig)arent of a loss group) has an ownership change on
was a loss corporation and applying th&imilar principles apply if the increase inf'0VemPer 23, Year 6 (or, subject to paragraph

. . . 7 . (G)(4)(iv) of this section, on any testing date in the
principles of §1.382-2T(k), including thepercentage ownership interest is effect sting period which includes November 23, Year 6),

principles relating to duty to inquire). by a redemption or similar transaction. is made by applying paragraph (b)(1)(i) of this sec-
(3) Operating rules. Solely for pur- (i) Different testing periods Stock tion and by treating the value of B's 20 percent own-
poses of this paragraph (c)— treated as issued under paragrap¥ship interestin S as if it were L stock issued to B.

. " . . . ecause B is a 5% shareholder of both L and S dur-
(i) A5-percent shareholder of the com{c)(4)(ii) of this section on a testing daté; the 3 year period ending on November 23, Year

mon parent (or Io_ss s_ubgroup pa_rent) [:3 not_treated as so iss_ued for purposes ©Tand B's increase in its percentage ownership in
treated as increasing its ownership inteapplying the ownership change rules ofhe stock of S would be taken into account in deter-
est in the stock of a subsidiary to the exhis paragraph (c) and paragraph (b) (1) ofining if S (if it were a loss corporation) had an
tent, if any, that another person or persortkis section in a testing period that doe@Vnership change, it is not relevant whether L has
. . .. . . actual knowledge of B’s acquisition of S stock.
increases its percentage ownership intenot include that testing date. .
. o . . I . Example 2. Plan or arrangement—public offer-
est in the stock of a subsidiary pursuant to (iv) Dls_aff|I|at|on of a subsidiary.If @  ing of subsidiary stock() Aowns all the stock of L
a plan or arrangement under which the Sleemed issuance of stock under parand L owns all the stock of L1. The L group has a
percent shareholder increases its percemfraph (c)(4)(ii) of this section would notconsolidated net operating loss arising in Year 1 that
age ownership interest in the commorause the loss group (or loss subgroup) fgsulted from the operations of L1 and that is carried
arent (or loss subgroup parent); have an ownership change before the d&y°, © Year 2. On October 7, vear 2, Asells 49 per-
p . . 9 p p ! . . p g_ . %Xnt of the L stock to B. As part of a plan that in-
(i) The rules in section 382(I)(3) and(if any) on which the subsidiary ceases t@ugdes the sale of L stock, A causes a public offering
8§81.382-2T(h) and 1.382-4(d) (relatindbe a member of the loss group (or sulef L1 stock on November 6, Year 2. L has actual
to constructive ownership) apply with regroup), then paragraph (c)(4) of this sedmowledge of the plan. The following is a graphic
spect to the stock of the subsidiary byion shall not apply. llustration of these facts:
treating such stock as stock of a loss cor- (v) Subsidiary stock acquired firstf (i As sale of the L stock to B does not cause an
. 9 : y s q ©  ownership change of the L loss group on October 7,
poration; and an increase of subsidiary stock describegar 2, under the rules of §1.382-2T and paragraph
(i) In the case of a loss subgroup, @ paragraph (c)(2)(i)(A) of this section(b)(1)(i) of this section.
subsidiary includes any member of theccurs before the date that the 5-percent (iii) Because the issuance of L1 stock to the public
loss subgroup other than the loss sulshareholder increases its percentage owffeurs s part of the same plan as B's acquisition of L
Al b . hio i in th K of th stock, and L has knowledge of the plan, paragraph
group parent. ( \loss subgroup parent igrship interest in the stock of the commO ' of this section applies to determine whether the
however, a subsidiary of the loss group gbarent (or loss subgroup parent), then theiess group has an ownership change on November
which it is a member.) deemed issuance of stock is treated as d&-Year 2 (or, subject to paragraph (c)(4)(iv) of this
(4) Supplemental ownership changeurring on that later date, but in arfection, on any testing date for which the testing pe-
rules. The determination whether theamount equal to the value of the supficd ncludes November 6, Yea).
common parent (or loss subgroup parengjdiary stock on the date it was acquired. (d) Testing period following ownership
has an ownership change is made by ap-(vi) Anti-duplication rule. If two or change under this sectionf a loss group

plying paragraph (b)(1) of this section asnore 5-percent shareholders are treated @% a loss subgroup) has had an ownership
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statement for each loss subgroup parent,

the common parent (which is treated as a
48% of loss corporation) may file the single state-

A I, stock ment described in paragraph (e)(1) of this
section. In addition to the information

concerning stock ownership of the com-

mon parent, the single statement must

identify each loss subgroup parent and

L state which loss subgroups, if any, have

had ownership changes during the consol-

idated return year. The loss subgroup par-
ent is, however, still required to maintain

the records necessary to determine if the

loss subgroup has an ownership change.
- This paragraph (e)(2) applies with respect
L to the attributes of a loss subgroup until,

— under §1.1502-96(a), the attributes are no

longer treated as described in 81.1502—
91(d) (relating to the definition of loss
subgroup). After that time, the informa-
tion statement described in paragraph
(e)(2) of this section must be filed with re-

spect to those attributes.

I—L—'O'ZO-T

81.1502-93 Consolidated section 382
B limitation (or subgroup section 382
limitation).

(a) Determination of the consolidated
51% 49% section 382 limitation (or subgroup sec-
L tion 382 limitation—(1) In general. Fol-
lowing an ownership change, the consoli-
dated section 382 limitation (or subgroup
section 382 limitation) for any post-
change year is an amount equal to the
value of the loss group (or loss subgroup),
as defined in paragraph (b) of this section,
L l = multiplied by the long-term tax-exempt
rate that applies with respect to the own-
20% of ership change, and adjusted as required
L1l stock by section 382 and the regulations there-
under. See, for example, section 382(b)(2)
change under this section, the testing psubject to paragraph (c) of this section(relating to the carryforward of unused
riod for determining a subsequent ownerand section 382 limitation), section 382(b)-
ship change with respect to pre-change (ii) With respect to an ownership(3)(B) (relating to the section 382 limita-
consolidated attributes (or pre-changehange described in §1.1502-96(b) (relation for the post-change year that includes
subgroup attributes) begins no earlier thaimg to ownership changes of subsidiariesjhe change date), section 382(h) (relating
the first day following the loss group’s (or (2) Abbreviated statement with respecto recognized built-in gains and section
loss subgroup’s) most recent change datéo loss subgroupsThe common parent of 338 gains), and section 382(m)(2) (relat-
(e) Information statements(1) Com- a consolidated group that has a loss sultig to short taxable years). For special
mon parent of a loss grouftfhe common group during a consolidated return yeakules relating to the recognized built-in
parent of a loss group must file the informust file the information statement re-gains of a loss group (or loss subgroup),
mation statement required by §1.3824quired by §1.382-2T(a)(2)(ii) because ofee paragraph (c)(2) of this section.
2T(a)(2)(ii) for a consolidated return yeamny owner shift, equity structure shift, or (2) Coordination with apportionment
because of any owner shift, equity struoether transaction described in §1.382+ule. For special rules relating to appor-
ture shift, or other transaction describe@T(a)(2)(i) with respect to the loss subtionment of a consolidated section 382
in §1.382-2T(a)(2)(i)— group parent and with respect to any sullimitation (or a subgroup section 382 lim-
(i) With respect to the common parensidiary stock subject to paragraph (c) oftation) or net unrealized built-in gain
and with respect to any subsidiary stockhis section. Instead of filing a separat&hen one or more corporations cease to

[—b’OZO—I
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be members of a loss group (or a loss subtake such an adjustment. In making (c) The L1 preferred stock ($30) owned by A.
group) and to aggregation of amounts sthese adjustments, the group (or loss sub-Example 2_'”Ifj(jret°td°W”erShLiP(i)t '-kah”d L1 |
apportioned, see §1.1502-95(c). group) may apply the principles ofc?gf(?os_ef;ngb 2hear§s“z\ljv%nhZz(;’)candasoig;z_e
(b) Value of the loss group (or loss§1.382-8 (relating to controlled groups ofion M owns 20 shares (worth $20) of the L1 stock.
subgroup}—(1) Stock value immediately corporations) in determining the value of also owns 79 percent of the stock of corporation
before ownership changeSubject to any a loss group (or loss subgroup) even M. The L group has an ownership change. The fol-
adjustment under paragraph (b)(2) of thithat section would not apply if separaté®Wing s a graphic illustration of these facts:
section, the value of the loss group (oreturns were filed. Also, the principles of ) Under paragraph (b)(1) of this section, be-

. . . . . cause of L's more than 5 percent ownership interest
loss subgroup) is the value, immediately1.382-5(d)(relating to successive OWng v, a nonmember, L is considered to indirectly
before the ownership change, of the stoakrship changes and absorption of a secti@wn 15.8 shares of the L1 stock held by M (79% x
of each member, other than stock that 382 limitation) may apply to adjust the20 shares). The value of the L loss group is $104.20,
owned directly or indirectly by anotherconsolidated section 382 limitation (orthe sum of the values of—
member. For this purpose— subgroup section 382 limitation) of a loss (&) The L stock ($100);and .

. N . . ~ (b) The L1 stock not owned directly or indirectly

(i) Ownership is determined undergroup (or loss subgroup) to avoid a duplipy | (2196 x $20, or $4.20).
§1.382-2T; cation of value if there are simultaneous

(i) A member is considered to indi-(rather than successive) ownership (c) Recognized built-in gain of a loss
rectly own stock of another memberchanges. group or loss subgroup-(1) In general.
through a nonmember only if the member (3) Examples. The following exam- If aloss group (or loss subgroup) has a net
has a 5-percent or greater ownership irples illustrate the principles of this paraunrealized built-in gain, any recognized
terest in the nonmember; and graph (b): built-in gain of the loss group (or loss

(i) Stock includes stock described in Example 1. Basic casdi) L, L1, and L2 com- subgroup) is taken into account under sec-
section 1504(a)(4) and 81.382-2T(f)- ) - rrgon 382(h) in determining the consoli-

. pose a loss group. L has outstanding common stock, ! R
(18)(ii) and (iii). the value of which is $100. L1 has outstanding con@t€d S€ction 382 limitation (or subgroup

(2) Adjustment to value-(i) In gen- mon stock and preferred stock that is described &€ction 382 limitation).
eral. The value of the loss group (or lossection 1504(a)(4). L owns 90 percent of the L1 (2) Adjustments.Appropriate adjust-
subgroup), as determined under parépmmon stock, and A owns the remaining 10 perments must be made so that any recog-

. . - . ent of the L1 common stock plus all the preferred. i ; i
graph (b)(1) of this section, is adJUSte(itock. The value of the L1 common stock is 51540(?,.||Zed built-in gain of a member that in

under any rule in section 382 or the regud the value of the L1 preferred stock is $30. L$T€2S€S more than one section 382
lations thereunder requiring an adjusthas outstanding common stock, 50 percent of whidhmitation (whether consolidated, sub-
ment to such value for purposes of comis owned by L and 50 percent by L1. The L groupgroup, or separate) does not effect a dupli-
; ; as an ownership change. The following is ion i i -
puting the amount of the section 3822° an ¢ shi f : ‘ he following is &ation in the amount of consolidated tax
.. . . rapnic | ustration of these facts: H
limitation. See, fOI’_ example’ SeCtlong (ii) Under paragraph (b)(1) of this section, the Lable income that C.an be offset by
382(e)(2) (redemptions and corporatgroup does not include the value of the stock of anre-change net operating losses. For ex-
contractions), section 382(1)(1) (certairmember that is owned directly or indirectly by an-@mple, a consolidated section 382 limita-
capital contributions) and sectionother member in computing its consolidated sectiotion that is increased by recognized built-

382(1)(4) (ownership of substantial non-382 limitation. Accordingly, the value of the stockjn gains is reduced to the extent that

. .of the loss group is $134, the sum of the value of—, :
business assets). For purposes of section group pre-change net operating losses of a loss

- (a) The common stock of L ($100); . .
382(e)(2), redemptions and corporate (b) The 10 percent of the L1 common stock (345UP9roup absorb additional consolidated
contractions that do not effect a transfeswned by A; and taxable income because the same recog-
of value outside of the loss group (or loss
subgroup) are disregarded. For purpost

of section 382(I)(1), capital contributions L
between members of the loss group (c l—- )

loss subgroup)(or a contribution of stocl
to a member made solely to satisfy th
loss subgroup parent requirement of pari 5
graph (d)(1)(ii) or (2)(ii) of this section), ~
are not taken into account. Also, the sut N Ll
stantial nonbusiness asset test of sectic 0 .
382(I)(4) is applied on a group (or sub:
group) basis, and is not applied separate 1.

308  10% 1008 of

$§1504 (a)(4)
stock

to its members. i I
! 509
(i) Anti-duplication. Appropriate ad- >0% / FMVs-

justments must be made to the extent ne — .

essary to prevent any duplication of the L 2 L common stock: $100
value of the stock of a member, evel L1 common stock: $ 40
though corporations that do not file con .

solidated returns may not be required t L1 preferred stock: $ 30
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(relating to the definition of loss sub-
group) and the computation of a subgroup

L section 382 limitation following such an

ownership change, see §81.1502-92 and
1.1502-93.

C NQ% 219 (4) End of separate tracking of certain

N losses. If §1.1502-96(a) (relating to the
O M end of separate tracking of attributes) ap-
plies to a new loss member, then, while
L that member remains a member of the
80% 208 consolidated group, there is an ownership
FMVS—— change with respect to its attributes de-

Ll : scribed in §1.1502-96(a)(2) only if the

L stock: $100 consolidated group is a loss group and has
M's L1l stock: $ 20  an ownership change under §1.1502—
92(b)(1)(i) (or that member has an owner-

nized built-in gains caused an increase i81.1502-94 Coordination with section §h|p change undgr §1.1502-96(b) (relat-
that loss subgroup’s section 382 limita382 and the regulations thereunder wherd"9 10 ownership changes of sub-
tion. In addition, recognized built-in gaina corporation becomes a member ofa  Sidiaries)). If, however, the new loss
may not increase the amount of consolieonsolidated group. member has had an ownership change be-

dated taxable income that can be offset by _ fore §1.1502-96(a) applies, see §1.1502—
recognized built-in losses. (a) Scope—(1) In general. This sec- 96(c) for the continuing application of the

(d) Continuity of business(1) In t?on applies section 382 and _the regL_JIasection 382 limitation with respect to the
general. A loss group (or a loss sub-tions thereunder to a corporation that is member’s pre-change losses. _
group) is treated as a single entity for puf?@W loss member of a consolidated group. (5) Cross-reference.See section
poses of determining whether it satisfied corporation is a new loss member if382(a) and §1.1502-96(c) for the continu-
the continuity of business enterprise relf— ing effect of an ownership change after a
quirement of section 382(c)(1). (i) Carries over a net operating lossorporation becomes or ceases to be a

(2) Example. The following example that arose (or is treated under §1.1502rmember.
illustrates the principle of this paragrapt?1(c) as arising) in a SRLY with respect (b) Application of section 382 to a new
(d): to the current group, and that is not ddoss member(1) In general.Section

o _ . scribed in §1.1502-91(d)(1); or 382 and the regulations thereunder apply
owﬁiaﬂfé Sfoocrl‘(“2‘:'R’v:fsﬁgzi'ggsrisesnte;p;'nﬂ;u (i) Has a net unrealized built-in lossto a new loss member to determine, on a
The L group has an ownership changé. It has pr‘ggetgrm!ned upder paragraph (c) of thiseparate ent|t.y basis, yvhether and tp what
change consolidated attributes attributable to LZS€Ction immediately before it becomes axtent a section 382 limitation applies to
Each of the members has historically conducted mmember of the current group by treatingimit the amount of consolidated taxable
separate line of business. Each line of business that day as a change date) that is not tak@ércome that may be offset by the new loss
approximately equal in value. One year after thgyi account under §1.1502-91(d)(2) inmember’s pre-change separate attributes.
ownership change, L discontinues its separate busi- . . . .
ness and the business of L2. The separate busindgtermining whether two or more corpofor example, if an ownership change with
of L1 is continued for the remainder of the 2 yeafations compose a loss subgroup. respect to the new loss member occurs
period following the ownership change. The conti- (2) Successor corporation as new lossinder section 382 and the regulations
nuity of business enterprise requirement of sectiojmember. A new loss member also in-thereunder, the amount of consolidated
ifﬁ(;%(dl)l_'zs zgt d‘?;’fgntt?r?ﬁg: the separate businessgy jes any successor to a corporation thitxable income for any post-change year
' has a net operating loss carryover arisintpat may be offset by the new loss mem-

(e) Limitations of losses under otherin a SRLY and that is treated as remaininger’s pre-change separate attributes shall
rules. If a section 382 limitation for a in existence under §1.382-2(a)(1)(ii) fol-not exceed the section 382 limitation as
post-change year exceeds the consolpwing a transaction described in sectiodetermined separately under section
dated taxable income that may be offsei81(a). 382(b) with respect to that member for
by pre-change attributes for any reason, (3) Coordination in the case of a losssuch year. |If the post-change year in-
including the application of the limitation subgroup. For rules regarding the deter<ludes the change date, section 382(b)-
of 81.1502-21(c), the amount of the exmination of whether there is an ownershig3)(A) is applied so that the section 382
cess is carried forward under sectioghange of a loss subgroup with respect famitation of the new loss member does
382(b)(2) (relating to the carryforward ofa net operating loss or a net unrealizedlot apply to the portion of the taxable in-
unused section 382 limitation). built-in loss described in §1.1502-91(drome for such year that is allocable to the
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period in such year on or before the
change date. See generally §1.382-6 (r
lating to the allocation of income and
loss).

(2) Adjustment to value Appropriate
adjustments must be made to the exte
necessary to prevent any duplication of th
value of the stock of a member, evel ‘ 50%
though corporations that do not file con
solidated returns may not be required t
make such an adjustment. For exampl
the principles of §1.1502-93(b)(2)(ii) (re-
lating to adjustments to value) apply in de
termining the value of a new loss membe

(3) Pre-change separate attribute de-
fined. A pre-change separate attribute of .
new loss member is—

(i) Any net operating loss carryover of
the new loss member described in par:
graph (a)(1) of this section; and P

(i) Any recognized built-in loss of the
new loss member.

(4) Examples. The following exam-
ples illustrate the principles of this para:

graph (b): 20% 80%

Example 1. Basic caséi) Aand P each own 50 L

30% of
L1 stock

percent of the L stock. On December 19, Year 6,

purchases 30 percent of the L stock from A for cast
L has net operating losses arising in Year 1 and Ye.
2 that it carries over to Year 6 and Year 7. The fol SRLY NOL
lowing is a graphic illustration of these facts:

(ii) Lis a new loss member because it has net o}
erating loss carryovers that arose in a SRLY with re- (iv) L1’s ownership change upon becoming achange on December 31, Year 6. See §§1.1502-

spect to the P group and L is not a member of a lo§8ember of the P group is an ownership change d&6(a) and 1.1502-91(c)(2). C's purchase of all the P
subgroup under §1.1502-91(d). Under section 3g3ribed in §1.1502-96(a). Thus, starting on Januastock causes an ownership change of P, and there-
and the regulations thereunder, L is a loss corpord- Year 7, the P group no longer separately tracKsre the P loss group, on July 30, Year 7, with re-
tion on December 19, Year 6, that day is a testingwner shifts of the stock of L1 with respect to L1'sspect to L1's Year 3 loss. Accordingly, a consoli-
date for L, and the testing period for L commencet9ss from Year 3, and the P group is a loss group bdated section 382 limitation based on the value of
on December 20, Year 3. cause L1's Year 3 loss is treated as a loss describdte P stock immediately before the ownership

(i) P’s purchase of L stock does not cause aff! §1.1502-91(c). change limits the amount of consolidated taxable in-
ownership change of L on December 19, Year 6, Example 3. Ownership changes of new lossome of the P group for any post-change year that
with respect to the net operating loss carryoverdiembers.(i) The facts are the same asrample may be offset by L1's Year 3 loss.
from Year 1 and Year 2 under section 382 and, and, on July 30, Year 7, C purchases all the stock o .

§1.382-2T. The use of the loss carryovers, howevedf P for cash. (c) Built-in gains and lossesAs the
is subject to limitation under §1.1502-21(c). (i) Lis a new loss member on July 30, Year 7context may require, the principles of

Example 2. Multiple new loss membe(. The because its Year 1 and Year 2 losses arose in SRL§§1_1502_91(Q) and (h) and 1.1502-93(c)
facts are the same as in Example 1, and, on Decehith respect to the P group and it is not a member %frelating to built-in gains and losses)
ber 31, Year 6, L purchases all the stock of L1 frona loss subgroup under 8§1.1502-91(d)(1). The test-

B for cash. L1 has a net operating loss of $40 ari$g period for L commences on August 1, Year 45"‘p9'y to a_new loss member on a separate
ing in Year 3 that it carries over to Year 7. The folC's purchase of all the P stock causes an ownersHtity basis. See §1.1502-91(g)(4). See
lowing is a graphic illustration of these facts: change of L on July 30, Year 7, under section 3881.1502—13 (including Example 10 of

(i) L1is a new loss member because it has a nend §1.382-2T with respect to its Year 1 and Year §1.1502—-13(c)(7)) for rules relating to the
operating loss carryover from Year 3 that arose in lasses. Accordingly, a section 382 limitation basegh.o o+ment of intercompany transactions.
SRLY with respect to the P group and L1 is not @n the value of the L stock immediately before the .
member of a loss subgroup under §1.1502-91(d)(19wnership change limits the amount of consolidated (d) Information StatementSThe com-

(iii) L's purchase of all the stock of L1 causes artaxable income of the P group for any post-changglONn parent of a consolidated group that
ownership change of L1 on December 31, Year &ear that may be offset by L's Year 1 and Year has a new loss member subject to para-
under section 382 and §1.382-2T. Accordingly, #osses. See §1.1502-21(c) for rules relating to agraph (b)(1) of this section during a con-
stect:(op 382d!|r?|t|at|g>nf bastid on the \rllgluehof the|'Lad((j‘l't'l)or']rar::g;argog s 2 loss group on July 30 YEaSO'idated return year must file the in-
stock immediately before the ownership change lim- (i up i u uly 30, . .
its the amount of consolidated taxable income of thé, because it is entitled to use L1's loss from Year iormatlon Stat_(_amem requ”ed by
P group for any post-change year that may be offsand such loss is no longer treated as a loss of a n&d-382-2T(a)(2)(ii) because of any owner
by L1’s loss from Year 3. loss member starting the day after L1’s ownershighift, equity structure shift, or other trans-
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solidated group (or loss subgroup). The
rules concern how to determine whether
P an ownership change occurs with respect
to losses of the member, and how a con-
solidated section 382 limitation (or sub-
group section 382 limitation) and a loss
group’s (or loss subgroup’s) net unreal-
20% 80% ized built-in gain or loss is apportioned to
the member. As the context requires, a
L 100% of reference in this section to a loss group, a
{Ll stock B member, or a corporation also includes a
- reference to a loss subgroup, and a refer-
SRLY NOL ence to a consolidated section 382 limita-
tion also includes a reference to a sub-
P group section 382 limitation.
L (2) Election by common paren@nly
- the common parent (not the loss subgroup
NOL parent) may make the election under para-
graph (c) of this section to apportion a
consolidated section 382 limitation (or
subgroup section 382 limitation) or a loss
group’s (or loss subgroup’s) net unreal-
ized built-in gain.
P (3) Coordination with §81.1502-91
through 1.1502-93.For rules regarding
the determination of whether there is an
ownership change of a loss subgroup and
the computation of a subgroup section
20% 80% 382 limitation following such an owner-
ship change, see §81.1502-91 through
1, 1.1502-93.
(b) Separate application of section 382
when a member leaves a consolidated

SRLY NOL group—(1) In general. Except as pro-
vided in §81.1502-91 through 1.1502—-93
(relating to rules applicable to loss groups

L l and loss subgroups), section 382 and the

regulations thereunder apply to a corpora-
tion on a separate entity basis after it
SRLY NOL ceases to be a member of a consolidated
group (or loss subgroup). Solely for pur-
action described in §1.382-2T(a)(2)(i)change. This paragraph (d) applies withoses of determining whether a corpora-
Instead of filing a separate statement fatespect to the attributes of a new los#ion has an ownership change—
each new loss member, the common pamember until an event occurs which ends (i) Any portion of a consolidated net
ent may file a single statement describegeparate tracking under §1.1502-96(apPerating loss that is apportioned to the
in §1.382-2T(a)(2)(ii) with respect to theafter that time, the information statemenforporation under §1.1502-21(b) is
stock ownership of the common paren§escribed in §1.1502-92(e)(1) must bgeate_d as a_ne? operating !oss of the cor-
(which is treated as a loss corporationk;aq with respect to these attributes. poration beginning on the first day of the
In addition to the information concerning taxable year in which the loss arose;
stock ownership of the common parent§1.1502-95 Rules on ceasing to be a (i) The testing period may include the
the single statement must identify eacember of a consolidated group (or loss period during which (or before which) the
new loss member and state which newubgroup). corporation was a member of the group
loss members, if any, have had ownership (or loss subgroup); and
changes during the consolidated return () In generai—(1) Consolidated  (iii) Except to the extent provided in
year. The new loss member is, howevegroup. This section provides rules for ap-§1.1502-96(d) (relating to reattributed
required to maintain the records necessaplying section 382 on or after the day thabsses), the day it ceases to be a member
to determine if it has an ownershipa member ceases to be a member of a caf-a consolidated group is treated as a
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testing date of the corporation within thebers. If the common parent of the consol- (4) Examples. The following exam-
meaning of §1.382-2(a)(4). idated group apportions all or part of gles illustrate the principles of this para-
(2) Effect of a prior ownership changelimitation (or net unrealized built-in gain) graph (b):

of the grpup. If a loss group has had anseparately to one or more former mem- Example 1. Treatment of departing member as a
ownership Cha_nge under 81.1502-92 bepers that are included in a loss Subgro"@parate corp.oration throughout the testing period.
fore a corporation ceases to be a membgécause the common parent of the acquify A owns all the L stock. L owns all the stock of
of a consolidated group (the former memmg group makes an election undeklandL2. The Lgroup has a consolidated net oper-
ber)— §1.1502—9l(d)(4) with respect to thosa@ting loss arising in Year 1 that is carried over to

(i) Any pre-change consolidated at‘members, the aggregate of those separ%f@ra On January 12, Year 2, A sells 30 percent of

i i i i . € L stock to B. On February 7, Year 3, L sells 40
tribute that is SUb]eCt oa ConSOHdateg'mounts is treated as the amount appoﬂ’ércent of the L2 stock to C, and L2 ceases to be a

section 382 limitation continues 1o b&;gneq to the loss subgroup. Such separember o the group. A portion of the Year 1 con-
treated as a pre-change loss with respecle apportionment may occur, for examsolidated net operating loss is apportioned to L2
to the former member after it is appor-ple because the election undeynder§1.1502-21(b)and is carried to L2's first sep-
tioned to the former member and, if an;gl i502—91(d)(4) has not been filed at th.%:]ate return year, which ends December 31, Year 3.

net unrealized built-in loss is allocated t ime that the election of apportionment is e following is a graphic illustration of these facts:
the former member under paragraph (e) O]JT‘ pp (i) Under paragraph (b)(1) of this section, L2 is

. : . S made under paragraph (f) of this section. i .
this section, any recognized built-in los$ paragraph (f) a loss corporation on February 7, Year 3. Under

of the former member is a pre-change los
of the member;

(i) The section 382 limitation with re- 30% of
spect to such pre-change attribute is ze _L_s:'ic_};
unless the common parent, under pari
graph (c) of this section, apportions to th
former member all or part of the consoli- L
dated section 382 limitation applicable tc —
such attribute. The limitation applicable
to a pre-change attribute other than a re
ognized built-in loss may be increased t
the extent that the common parent has a
portioned all or part of the loss group’s
net unrealized built-in gain to the formel
member, and the former member recoc

L1 L2

I—L"OZO
N
d

nizes built-in gain during the recognition
period;
(iif) The testing period for determining
a subsequent ownership change with r¢ 708 30%
spect to such pre-change attribute (or suc
net unrealized built-in loss, if any) begins — L - s
no earlier than the first day following the C 40% of
loss group’s most recent change date; ar N L2 stock
(iv) As generally provided under sec- 0 / \
tion 382, an ownership change of the for
mer member that occurs on or after th I‘"_ L 1 L2
day it ceases to be a member of a los

group may result in an additional, lesse
limitation amount with respect to such
losses. B
(3) Application in the case of a loss
subgroup. If two or more former mem-
bers are included in the same loss sul 70% 30%
group immediately after they cease to b L
members of a consolidated group, th
principles of paragraphs (b), (c) and (e) ¢
this section apply to the loss subgroug
Therefore, for example, an apportionmer
by the common parent under paragrap
(c) of this section is made to the loss sut
group rather than separately to its men

I—L"OZO—I
/n
(@]
do
N
o
dp
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paragraph (b)(1)(iii) of this section, February 7, Year (A) The value element, which is the el-able year ending in the recognition period
3, is a testing date. Under paragraph (b)(1)(il) 0bment of the limitation determined undefor purposes of applying the limitation of

this section, the testing period for L2 with respect t . . . . .
this testing date commences on January 1. Year%ectlon 382(b)(1) (relating to value multi-section 382(h)(1)(A)(ii) to the loss

the first day of the taxable year in which the pomo,plied by the long-term tax-exempt rategroup’s recognition period taxable years
of the consolidated net operating loss apportioned Without regard to such adjustments abeginning after the consolidated return
L2 arose. Therefore, in determining whether L2 hathose described in section 382(b)(2) (reyear in which the former member (or loss
an ownership change on February 7, Year 3, B's puating to the carryforward of unused secsubgroup) ceases to be a member.

chase of 30 percent of the L stock and C'’s purcha T . ) . .
of 40 percent of the L2 stock are each owner shif%fon 382 limitation), section 382(b)(3) (4) Effect on corporations to which an

L2 has an ownership change under section 382( ?)(r(:*'lating to the section 382 limitationapportionment is made(i) Consolidated
and §1.382-2T because B and C have increasé@r the post-change year that includes theection 382 limitation.The amount of the
their ownership interests in L2 by 18 and 40 percenghange date), section 382(h)(relating tQalue element that is apportioned to a for-

ageE pointsl, rgspéfotively,de_ring the tesht_ing Eeriod- built-in gains and section 338 gains), angher member (or loss subgroup) is treated
Xample 2. ect o prior ownersnip change o . . . .
loss group.() Lowns all the L1 stock and L1 owns Section 382(m)(2)(relating to short taxas the amount determined under section

all the L2 stock. The L loss group had an ownershia'bIe years); ar.]d ~382(b)(1) for purposes of determining the
change under §1.1502-92 in Year 2 with respect to a (B) The adjustment element, which issmount of that corporation’s (or loss sub-
consolidated net operating loss arising in Year 1 anrdlo much (if any) of the limitation for thegroup’s) section 382 limitation for any

carried over to Year 2 and Year 3. The consolidateghxgaple vear during which the former .
section 382 limitation computed solely on the basiFn y 9 taxable year ending after the former mem-

of the value of the stock of L is $100. On December embl.er ceases o hbe a me.mberIOf thizr (or loss subgroup) ceases to be a mem-
31, Year 2, L1 sells 25 percent of the stock of L2 t&¢ONSolidated group that is attributable t0 Ber(s). Appropriate adjustments must be
B. L2 is apportioned a portion of the Year 1 consolicarryover of unused limitation under secy,ade to the limitation based on the value

dated net operating loss which it carries over to ition 382(b)(2) or to recognized built-in

first separate return year ending after December 3gains under 382(h). R
Year 2. L2’s separate section 382 limitation with re-g ( ) yeat, carryforward of unused limitation, or

spect to this loss is zero unless L elects to apportion . _any other adjustment required under sec-
all or a part of the consolidated section 382 Iimita-aggreQate amount of the loss groups n‘ﬁbn 382. The adjustment element appor-
tion to L2. (See paragraph (c) of this section fOHnreaIized built-in gain that may be ap_tioned to a former member (Or loss sub-
rules regarding the apportionment of a consolidatepor’[ioned to one or more former member
section 382 limitation.) L apportions $50 of the conthat cease to be members during the sa
solidated section 382 limitation to L2, and the re¢.,sqligated return year cannot excee
maining $50 of the consolidated section 382 limita- , . .
tion stays with the loss group composed of L and th.he loss group's excess, 'mmedlately .aft
(i) On December 31, Year 3, L1 sells its remainthe close of that year, of net unrealize
ing 75 percent stock interest in L2 to C, resulting ibuilt-in gain over recognized built-in
an ownership change of L2. L2's section 382 |imitagain, determined under section 382(h)(1)_

tion computed on the change date with respect to tr@\)(”) (relatin Sitat p
: . . , . g to a limitation on recog- = .. ,

value of its stock is $30. Accordingly, L2’s section’ . L . . -
gly pized built-in gain). For this purpose, ne hich the former member’s (or loss sub

382 limitation for post-change years ending afte . - g " roup’s) section 382 limitation for an
December 31, Year 3, with respect to its pre-changénrealized built-in gain apportioned tod'oUP ) y

losses, including the consolidated net operatinformer members in prior consolidated I’e!axable year beginning after the former
losses apportioned to it from the L group, is $30, adyrn years is treated as recognized built-iffember (or_Io_ss subgroup) ceases to_be a
justed for a short taxable year, carryforward of ung 2. “in those years member(s) is increased by its recognized

used limitation, or any other adjustment re uire(g . ilt-i in—
e st 3ao Y : a (3) Effect of apportionment on the conPuilt-in gain

solidated group—(i) Consolidated sec- (A) The amount of net unrealized

(c) Apportionment of a consolidatedtion 382 limitation. The value element of PUilt-in gain apportioned to a former
section 382 limitatioa-(1) In general. the consolidated section 382 limitation fofM€mber (or loss subgroup) is treated as if
The common parent may elect to appormny post-change year ending after the ddyere an amount of net unrealized built-
tion all or any part of a consolidated secthat a former member (or loss subgroug§ 9ain determined under section 382(h)-
tion 382 limitation to a former memberceases to be a member(s) is reduced to tHg(A)(i)(without regard to the threshold
(or loss subgroup). The common parergxtent that it is apportioned under thi®f section 382(h)(3)(B)) with respect to
also may elect to apportion all or any paparagraph (c). The consolidated sectioftich member or loss subgroup, and that
of the loss group’s net unrealized built-ir882 limitation for the post-change year ifmount is not reduced under section
gain to a former member (or loss subwhich the former member (or loss sub382(h)(1)(A)(ii) by the loss group’s rec-
group). group) ceases to be a member(s) is al€gnized built-in gain;

(2) Amount which may be ap-reduced to the extent that the adjustment (B) The former member’s (or loss sub-
portioned—(i) Consolidated section 382 element for that year is apportioned undegroup’s) 5 year recognition period begins
limitation. The common parent may ap-this paragraph (c). on the loss group’s change date;
portion all or part of each element of the (ii) Net unrealized built-in gain.The (C) In applying section 382(h)(1)-
consolidated section 382 limitation deteramount of the loss group’s net unrealize(?)(ii), the former member (or loss sub-
mined under §1.1502-93. For this purbuilt-in gain that is apportioned to the for-group) takes into account only its prior
pose, the consolidated section 382 limitamer member (or loss subgroup) is treatetdxable years that begin after it ceases to
tion consists of two elements— as recognized built-in gain for a prior taxbe a member of the loss group; and

element so apportioned for a short taxable

(i) Net unrealized built-in gain.The

roup) is treated as an adjustment under
ction 382(b)(2) or section 382(h), as ap-
ropriate, for the first taxable year after
e member (or members) ceases to be a
member (or members).

(i) Net unrealized built-in gain.For
urposes of determining the amount by
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(D) The former member’s (or loss subelects to apportion $6 of the consolidated sectiogral. A corporation ceases to be a mem-
group’s) recognized built-in gain on the38f “{?“”at"f’?hto '-?- tThe following is a graphic il- her of g loss subgroup on the earlier of—
disposition of an asset is determined"® P e o ding afier De. () The first day of the first taxable year

d t 382 h 2 A t t f (II) or its separate return‘years en |ng§1 er : ef— h h t f| t t .
under section (h)(2)( )., realing refereemper 31, Year 2, L2's section 382 limitation with!Of WNICh it Tiles a separate return, or
ences to the change date in that section @spect to the $90 of the group’s net operating loss (ii) The first day that it ceases to bear a
references to the loss group’s change datportioned to it is $6, adjusted, as appropriate, feie|ationship described in section 1504(a)-

(5) Deemed apportionment when los8"/ i*:‘;rtthtee:":g’_'esyn‘f:;'t“E‘;f?tg :gr‘:;'glf‘d;f’ezd 'r'gg'tr ) to the loss subgroup parent (treating

. . tion, ju . i i u .
group termhlnates.lf ar:oss gron:_m()jl ter(rjnl year ending December 31, Year 2 the L group's corl®" this purpose the loss subg_roup parent
nates, to the extent the consolidated Segsjigated section 382 limitation with respect to thé@S the common parent described in sec-
tion 382 limitation or net unrealized built-remaining $110 of pre-change consolidated attribution 1504(a)(1)(A)).
in gain is not apportioned underis $4 ($10 minus the $6 value element apportioned (2) ExceptionsParagraph (d)(1)(ii) of
paragraph (c)(1) of this section, the coni® 12). adjusted, as appropriate, for any short taxablgyis saction does not apply to a member of
year, unused section 382 limitation, or other adjust-

solidated section 382 limitation or net un" = a loss subgroup while that member re-

realiged built-in gain is deemed to be ap- (iii') For the L group’s consolidated return yearmains a member of the current group—
portioned to the loss subgroup thaénding December 31, Year 2, the value element ofits (i) If an election under §1.1502—
includes the common parent, or, if there isonsolidated section 382 limitation is increased bm(d)(4)(relating to treating the subgroup

no loss subgroup that includes the con®* (.rod“';deq o thﬁ. ”r?aereSt dollar), to aﬁcou?ttf;’r t[}Sarent requirement as satisfied) applies to
. . erio uring wnic was a memper o e .
mon parent immediately after the IOS§roup ($6, the consolidated section 382 Iimitatioﬁhe members of the loss subgroup;

group terminates:. to the common pareénipportioned to L2, times 241/365, the ratio of the (ii) Starting on the day after the change
Aloss group terminates on the first day ofumber of days during Year 2 that L2 is a member afate (but not earlier than the date the loss
the first taxable year that is a separate réhe group to the number of days in the group’s cons hgroup becomes a member of the

turn year with respect to each member @plidated rewrn year). See paragraph (c)(6) of th|i§roup) if there is an ownership change of
section. Therefore, the value element of the consol# !

the former |OS$ group. dated section 382 limitation for Year 2 of the Lth€ 0SS subgroup Within. six months be-
(6) Appropriate adjustments when for-g.oup is $8 (rounded to the nearest dollar). fore, on, or after becoming members of
mer member leaves during the yeap- (iv) The section 382 limitation for L2's short tax- the group; or

propriate adjustments are made to thable year ending December 31, Year 2, is $2 jjjy Starting the day after the period of

consolidated section 382 limitation for the(rounded to the nearest dollar), which is the amou . .
at bears the same relationship to $6, the value eE-ConseCUtlve years followmg the day that

. . . h
consolidated return year during which th‘lg"nent of the consolidated section 382 limitation apth€ l0Ss subgroup become members of the
former member (or loss SUbgrOUP) CeaS§Rrtioned to L2, as the number of days during thagroup during which the loss subgroup has
to be a member(s) to reflect the inclusioshort taxable year, 124 days, bears to 365. Segt had an ownership change.

of the former member in the loss grouj$1.382-5(c). (3) Examples. The principles of this

for a portion of that vear. Example 2. Consequence of no apportionment. . )
(7)pExampIes T%/e following exam- The facts are the same asdrample 1except that paragraph (d) are illustrated by the fol

i e . L does not elect to apportion any portion of the conlowing examples:
ples illustrate the principles of this parasgjigated section 382 limitation to L2. For its sepa- ) )
graph (c): rate return years ending after August 29, Year 2, Example 1. Basic case() P owns all the L

‘  L2's section 382 limitation with respect to the $90510CK. L owns all the L1 stock and L1 owns all the
Example 1. Consequence of apportionmei)t. ~ of the group’s pre-change consolidated attribute af=2 Stock. The P group has a consolidated net operat-

L owns all the L1 stock and L1 owns all the L2portioned to L2 is zero under paragraph (b)(2)(ii) of"d 10SS arising in Year 1 that is carried over to Year
stock. The L group has a $200 consolidated net ogsjs section. Thus, the $90 consolidated net operaf: On December 11, Year 2, P sells all the stock of L
erating loss arising in Year 1 that is carried over tthg loss apportioned to L2 cannot offset L2’s taxab&0 corporation M. Each of L, L1, and L2 is appor-
Year 2. At the close of December 31, Year 1, thgycome in any of its separate return years endin@O”Ed a portion of the Year 1 consolidated net oper-
group has an ownership change under §1.1502-9%er August 29, Year 2. For its consolidated returRting l0ss, and thereafter each joins with M in filing
The ownership change results in a consolidated s&gaars ending after August 29, Year 2, the L group’§onsolidated returns. Under §1.1502-92, the L loss
tion 382 limitation of $10 based on the value of theonsolidated section 382 limitation with respect t¢UPgroup has an ownership change on December 11,
stock of the group. On August 29, Year 2, L1 sellfhe remaining $110 of pre-change consolidated atéar 2. The L loss subgroup has a subgroup section
30 percent of the stock of L2 to A. L2 is apportionedyipute is $10, adjusted, as appropriate, for any shoe2 limitation of $100. The following is a graphic
$90 of the group's $200 consolidated net operatingyxaple year, unused section 382 limitation, or othdiustration of these facts:

loss under §1.1502-21(b). L, the common parenigjustment. (i) On May 22, Year 3, L1 sells 40 percent of the

Example 3. Apportionment of adjustment elelL2 stock to A. L2 carries over a portion of the P
ment. The facts are the same asHrample 1ex- group’s net operating loss from Year 1 to its separate

L cept that L2 ceases to be a member of the L group 6@turn year ending December 31, Year 3. Under
August 29, Year 3, and the L group has a $4 carr@aragraph (d)(1) of this section, L2 ceases to be a
" forward of an unused consolidated section 382 limimember of the L loss subgroup on May 22, Year 3,
L { tation (under section 382(b)(2)) to the Year 3 consoWhich is both (1) the first day of the first taxable
© - idated return year. The carryover of unusedear for which it files a separate return and (2) the
N Ll - limitation increases the consolidated section 38day it ceases to bear a relationship described in sec-
o 308 of limitation for the Year 3 consolidated return yeation 1504(a)(1) to the loss subgroup parent, L. The
L2 stock from $10 to $14. L may elect to apportion all or anynet operating loss of L2 that is carried over from the
L l portion of the $10 value element and all or any porP group is treated as a pre-change loss of L2 for its
l_ L2 tion of the $4 adjustment element to L2. separate return years ending after May 22, Year 3.
- Under paragraphs (a)(2) and (b)(2) of this section,

(d) Rules pertaining to ceasing to be ane separate section 382 limitation with respect to
member of a loss subgroggl) In gen- this loss is zero unless M elects to apportion all or a
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part of the subgroup section 382 limitation of the L
loss subgroup to L2.

Example 2. Formation of a new loss subgroup.
The facts are the same asBrample 1except that
A purchases 40 percent of the L1 stock from L rather
than purchasing L2 stock from L1. L1 and L2 file a
consolidated return for their first taxable year ending
after May 22, Year 3, and each of L1 and L2 carries
over a part of the net operating loss of the P group
that arose in Year 1. Under paragraph (d)(1) of this
section, L1 and L2 cease to be members of the L loss
subgroup on May 22, Year 3. The net operating
losses carried over from the P group are treated as
pre-change subgroup attributes of the loss subgroup
composed of L1 and L2. The subgroup section 382
limitation with respect to those losses is zero unless
M elects to apportion all or part of the subgroup sec-
tion 382 limitation of the L loss subgroup to the L1
loss subgroup. The following is a graphic illustra-
tion of these facts:

Example 3. Ownership change upon becoming
members of the grougi) A owns all the stock of P,
and P owns all the stock of L1 and L2. The P group
has a consolidated net operating loss arising in Year
1 that is carried over to Year 3 and Year 4. Corpora-
tion M acquires all the stock of P on November 11,
Year 3, and P, L1, and L2 thereatfter file consolidated
returns with M. M’s acquisition results in an owner-
ship change of the P loss subgroup under
§1.1502-92(b)(1)(ii).

(ii) P distributes the L2 stock to M on October 7,
Year 4, and L2 ceases to bear the relationship de-
scribed in section 1504(a)(1) to P, the P loss sub-
group parent. However, under

paragraph (d)(2) of this section, L2 does not
cease to be a member of the P loss subgroup because
the P loss subgroup had an ownership change upon
becoming members of the M group and L2 remains
in the M group.

Example 4. Ceasing to bear a section 1504 (a)(1)
to the loss subgroup parenti) A owns all the stock
of P, and P owns all the stock of L1 and L2. The P
group has a consolidated net operating loss arising
in Year 1 that is carried over to Year 7. At the close
of Year 2, X acquires all of the stock of P, causing an
ownership change of the loss subgroup composed of
P, L1 and L2 under §1.1502-92(b)(1)(ii). In Year 4,
M, which is owned by the same person that owns X,
acquires all of the stock of P, and the M acquisition
does not cause a second ownership change of the P
loss subgroup.

(ii) P distributes the L2 stock to M on February 3,
Year 6 (less than 5 years after the P loss subgroup
became members of the M group) and L2 ceases to
bear the relationship described in section 1504(a)(1)
to P, the loss subgroup parent. Thus, the section 382
limitation from the Year 2 ownership change that ap-
plies with respect to the pre-change attributes attrib-
utable to L2 is zero except to the extent M elects to
apportion all or part of the P loss subgroup section
382 limitation to L2.

Example 5. Relationship through a successor.
The facts are the same asbrample 3except that
M’s acquisition of the P stock does not result in an
ownership change of the P loss subgroup, and, in-
stead of P’s distributing the stock of L2, L2 merges
into L1 on October 7, Year 4. L1 (as successor to L2
in the merger within the meaning of §1.1502—-
1(f)(4)) continues to bear a relationship described in
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built-in loss), is greater than zero. (The

amount of such excess is referred to as the

P M remaining NUBIL balance.) In applying
section 382(h)(1)(B)(ii) for this purpose,
net unrealized built-in loss allocated to
departing members in prior consolidated

- ll return years is treated as recognized built-

L _4'0_%_0?’ in loss in those years.

L1 stock (2) Amount of allocation-(i) In gen-

eral. The amount of net unrealized built-

- in loss allocated to a departing member is

Ll equal to the remaining NUBIL balance,

multiplied by a fraction. The numerator of

-21 NOL

21 NOL the fraction is the amount of the built-in
I loss, taken into account on the change date
L2 under §1.1502-91(g), in the assets held by
the departing member immediately after
-21 NOL the member ceases to be a member of the

loss group (or loss subgroup). The denom-
inator of the fraction is the sum of the nu-
merator, plus the amount of the built-in
loss, taken into account under §1.1502—
91(g) on the change date, in the assets helc
P M by the loss group (or loss subgroup) im-
mediately after the close of the taxable
year in which the departing member
I ceases to be a member. (Fluctuations in
T value of the assets between the change
’ date and the date that the member cease
-21 NOL to be a member of the group (or loss sub-
508 TS —4 108 group), or the close of the taxable year in
B < which the member ceases to be a membel
Ll of the loss group, are disregarded.) Be-
cause the amount of built-in loss on the
-21 NOL change date with respect to a departing
' member’s assets is taken into account
LZ (rather than that member’s separately
computed net unrealized built-in loss on
-21 NOL the change date), a departing member can
be apportioned all or part of the loss
group’s net unrealized built-in loss, even if

‘ the departing member had a separately
section 1504(a)(1) to P, the loss subgroup parergroup’s (or loss subgroup’s) net unrealgomputed net unrealized built-in gain on

Thus, L2 does not cease to be a member of the P Iq%d built-in loss if a member ceases to .
subgroup as a result of the merger. bghe change date. Amounts taken into ac-

Example 6. Reattribution of net operating los& member of a loss group (or l0ss sulgount under section 382(h)(6)(C) (relating

carryover under §1.1502-20(g)The facts are the group). This paragraph (e) applies if— o certain deduction items) are treated as if
same as ifExample 3except that, instead of distrib- (i) A loss group (or loss subgroup) has ghey were assets in determining the nu-

“t";g tg‘i 'EEOS;O%EO)MMPST:S.;“E’“ S;(’lcok t?LBé andnet unrealized built-in loss on a changgnerator and denominator of the fraction.
unaer . — d), reattriputes (0] 'S ne . .. .
operating loss carryover to itself. Underaate’ and (ii) Transferred basis property and de-

§1.1502-20(g), M succeeds to the reattributed loss (i) Immediately after the close of theferred gain or loss.For purposes of para-
as if the loss were succeeded to in a transaction deonsolidated return year in which the degraph (b)(2)(i) of this section, assets held
scribed in section 381(a). M, as successor to L%)arting member ceases to be a memb@‘y the departing member |mmed|ate|y
gf;jp.”m cease to be a member of the P loss syie amount of the loss group’s (or lossfter it ceases to be a member of the group
subgroup’s) excess of net unrealize@or by other members immediately after
(e) Allocation of net unrealized built-in built-in loss over recognized built-in loss the close of the taxable year) include—
loss—(1) In general. This paragraph (e) determined under section 382(h)(1)(B)(ii) (A) Assets held at that time that are
provides rules for the allocation of a losgrelating to a limitation on recognizedtransferred basis property that was held
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by any member of the group (or loss sulbuilt-in loss for a prior taxable year end{osses of those members in taxable years
group) on the change date; and ing in the recognition period for purposedeginning after they cease to be members
(B) Assets held at that time by anyapplying the limitation of section of the current group. If one or more of
member of the consolidated group witt882(h)(1)(B)(ii) to a loss group’s (or losssuch members cease to be members of the
respect to which gain or loss of the grougubgroup’s) recognition period taxablesecond group, the principles of this para-
member or loss subgroup member at issyears beginning after the consolidated regraph (e) are applied with respect to those
has been deferred in an intercompanturn year in which the former membemembers to allocate to them all or part of
transaction and has not been taken intzeases to be a member. any remaining unrecognized amount of
account. (4) Effect on corporations to which thenet unrealized built-in loss allocated to
(i) Assets for which gain or loss hasallocation is made. For purposes of de- the members that became members of the
been recognized-or purposes of para-termining the amount of the former memsecond group.
graph (b)(2)(i) of this section, assets heler’s recognized built-in losses in any (6) Apportionment of consolidated sec-
by the departing member immediatelytaxable year beginning after the formetion 382 limitation (or subgroup section
after it ceases to be a member of the groupember ceases to be a member— 382 limitation}—(i) In general. For rules
(or by other members immediately after (i) The amount of the loss group’s (orrelating to the apportionment of a consoli-
the close of the taxable year) do not inloss subgroup’s) net unrealized built-irdated section 382 limitation (or subgroup
clude assets with respect to which gain doss that is allocated to the former memsection 382 limitation) to a former mem-
loss has previously been recognized arfuer is treated as if it were an amount dber, see paragraph (c) of this section.
taken into account during the recognitiomet unrealized built-in loss determined (i) Special rule for former members
period (including gain or loss recognizedinder section 382(h)(1)(B)(i)(without re-that become members of the same consol-
in an intercompany transaction and takegard to the threshold of section 382(h)(3)idated group. If recognized built-in
into account immediately before the(B)) with respect to such member or losfosses of one or more former members
member leaves the group). Appropriatsubgroup, and that amount is not reduceglould be subject to a consolidated section
adjustments must be made if gain or lossnder section 382(h)(1)(B)(ii) by the loss382 limitation (or subgroup section 382
on an asset has been only partially recogroup’s (or loss subgroup’s) recognizedimitation) if recognized immediately be-
nized and taken into account. built-in losses; fore the member (or members) cease to be
(iv) Exchanged basis propertyThe (if) The former member’s 5 year recog-members of the group, an apportionment
rules of 81.1502-91(h) apply for purposesition period begins on the loss group’ef that limitation may be made, under
of this paragraph (e) (disregarding stockor loss subgroup’s) change date; paragraph (c) of this section, to a loss sub-
received from the departing member or (iii) In applying section 382(h)(1)- group that includes such member (or
another member that is a member imméB)(ii), the former member takes into acmembers), and the recognized built-in
diately after the close of the taxable yearfount only its prior taxable years thalosses (if any) of that member (or mem-
(v) Two or more members depart durbegin after it ceases to be a member of thg:rs) will be subject to that apportioned
ing the same yearlf two or more mem- loss group (or loss subgroup); and limitation. If two or more of such former
bers cease to be members during the samegiv) The former member’s recognizedmembers are not included in a loss sub-
consolidated return year, appropriate aduilt-in loss on the disposition of an assegroup immediately after they cease to be
justments must be made to the denominé determined under section 382(h)(2)(B)members of the group (for example, be-
tor of the fraction for each departingtreating references to the change date ghuse they do not have net operating loss
member by treating the other departinghat section as references to the losgrryovers or, in the aggregate, a net unre-
members as if they had not ceased to lggoup’s (or loss subgroup’s) change datelized built-in loss), but are members of
members during that year and as if the ags) Subgroup principleslf two or more the same consolidated group, an appor-
sets held by those other departing menfiermer members are members of the sami@nment of the consolidated section 382
bers immediately after they cease to beonsolidated group (the second grougjmitation (or subgroup section 382 limi-
members of the group (or loss subgroupinmediately after they cease to be memation) may be made to them as if they
are assets held by the group immediatelyers of the current group, the principles ofyere a loss subgroup.
after the close of the taxable year. paragraphs (e)(1), (2) and (4) of this sec- (7) Examples. The following exam-
(vi) Anti-abuse rule If assets are trans- tion apply to those former members on aples illustrate the principles of this para-
ferred between members or a membeaggregate basis. Thus, for example, thgraph (e):
ceases to be a member with a principaimount of net unrealized built-in loss al-
purpose of causing or affecting the allocdocated to those members is based on theExa@mple 1. Basic allocation casg) P owns all
tion of amounts under this paragraph (epssets held by those members immedfiI the stock of L1 and L2. On September 4, vear 1,
) ; urchases all of the P stock, causing an ownership
appropriate adjustments must be made #dely after they cease to be members @fange of the P group. On that date P has two assets
eliminate any benefit of such acquisitionthe current group and the limitation of(other than the L1 and L2 stock), asset 1 with an ad-
disposition, or allocation. section 382(h)(1)(B)(ii) on recognizediusted basis of $40 and a fair market value of $15
(3) Effect of allocation on the consoli-built-in losses is applied by taking into ac&nd asset 2 with an adjusted basis of $50 and a fair

arket value of $100. L1 has two assets, asset 3 ,
dated group.The amount of the net unre-count the aggregate amount of net unrea\']}ith af;r ;arkefvalue of $50 a:é an adjusted basis
alized built-in loss that is allocated to thezed built-in loss allocated to the formery 100, and asset 4, with an adjusted basis of $125

former member is treated as recognizeshembers and the aggregate recognize@d a fair market value of $75. L2 has two assets,
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asset 5, with a fair market value of $150 and an aggroup that includes that member) ceaseperating loss carryovers and the taxable
justed basis of $100, and asset 6, with an adjust¢g he 3 member. The statement must prgears in which they arose that will be sub-
f’his'; Ioof Sigg(: Oi”pdhgag :;?ﬂfrte\;i';: doguﬁi?r'] Igshs“ Yide the name and employer identificatiofect to the limitation that is being appor-
$75. number (E.I.N.) of the departing membertioned to that member (or loss subgroup);
(ii) On March 19, Year 3, P sells all of the L2the amount of remaining NUBIL balance (iii) The amount of any net unrealized
stock to M. At that time, asset 5, which has apprecfor the taxable year in which the membebuilt-in loss allocated to the departing
ated in value, has a fair market value of $250 and fanarts, and the amount of the net unreahember (or loss subgroup) under para-

adjusted basis of $100. Asset 6, which has OIeCIInjded built-in loss allocated to the departgraph (e) of this section, which, if recog-

in value, has an adjusted basis of $90 and a fair m F . .
ket value of $10. ing member. The common parent mustized, can be a pre-change attribute sub-
(iiiy On April 8, Year 3, P sells asset 1, and has @lso deliver a copy of the statement to thgect to the limitation that is being

recognized built-in loss of $25 that is subject to thformer member on or before the day thapportioned;

P group’s section 382 limitation. On November 1legroup files its income tax return for the (iv) If a consolidated section 382 limi-
Year 4, L2 sells asset 6 for its then fair market valu lidated ret that the f etati b ti 382 limit
$10, recognizing a loss of $80. On June 3, Year gonsolidated return year that the form ation (or_su group section imita-
L1 sells asset 4, recognizing a loss of $50. member ceases to be a member. A copipn) is being apportioned, the amount of

(iv) Immediately after the close of Year 3, the Pof the statement must be attached to thiee consolidated section 382 limitation (or
loss group’s remaining NUBIL balance is $50 ($7%ijrst income tax return of the formersubgroup section 382 limitation) for the
net unrealized built-in loss reduced by the $25 reGe per (or the first return in which thetaxable year during which the former
ognized built-in loss of P). The portion of the re- L .
maining NUBIL balance that is allocated to L2 isfOMer member joins) that is filed aftermember (or new loss subgroup) ceases to
$17 (rounded to the nearest dollar). Seventeen ddhe close of the consolidated return yedre a member of the consolidated group
lars is the product obtained by multiplying $50 (theof the group of which the former membeldetermined without regard to any appor-
remaining NUBIL balance) by $50/$150. The nuyor g new loss subgroup that includes thaibnment under this section);
merator of the fraction ($50) s the amount of builty o e 1y cease to be a member. This (v) If any net unrealized built-in gain is
in loss in asset 6, taken into account on the change . ) .
date under §1.1502-91(g). The denominator ($15@aragra_1ph (e)(g) does not apply if the rebeing apportioned, the amount of the loss
is the sum of the numerator ($50) and the amount §fuired information (other than the amoungroup’s (or loss subgroup’s) net unreal-
built-in loss in assets 3 and 4, taken into account @f remaining NUBIL balance) is includedized built-in gain (as determined under
Lh?ltc_hf}”ge,date “t”f‘?r §1t450|2;93(_9)ﬂ(]$1§0)- ThA a statement of election under paragrapgtaragraph (c) (2)(ii) of this section) that

ullt-In 10SS In asse IS not Included In the aenomi . . . . . .
nator of the fraction because it is not held by the g) of th|s sectlc_m _(rel_atmg to apportioningmay be apportioned to members thaF
group immediately after the close of Year 3. a section 382 limitation). ceased to be members during the consoli-

(v) Seventeen dollars of L2's $80 loss on the sale (f) Filing the election to apportion the dated return year;
of asset 6 is a recognized built-in loss and subject ection 382 limitation and net unrealized (vi) The amount of the value element
a section 382 limitation of zero, unless P apportiong, jjt.in gain—(1) Form of the election to and adjustment element of the consoli-
some or all of the P group’s consolidated section 382 ti An election under ragraphdated tion 382 limitation (or bar
limitation to L2 (adjusted for a short taxable year,appor IOI_’I. gec on under paragraphda e, Sec O_ . a 0, (or su g oup
carryover of unused limitation, or any other adjust(C) Of this section must be made by theection 382 limitation) that is apportioned
ment required under section 382). common parent. The election must b& the former member (or new loss sub-

(vi) Thirty-three dollars of L1's $50 loss on the made in the form of the following state-group) pursuant to paragraph (c) of this
sale of asset 4 is subject to the P group’s consollihem. “THIS IS AN ELECTION section:
dated section 382 limitation, reduced by the amount . i ,
of such limitation apportioned to L2, and aoljuste;UNDER 81.1502-95 OF THE INCOME (vii) The amount of the Iosg group’s (qr
for any short taxable year, a carryforward of unusea-Ax REGULATIONS TO APPORTION loss Subgroup's) net unrealized built-in
limitation, or other adjustment. (In applying sectonALL OR PART OF THE [insert THE gain that is apportioned to the former
382(h)(1)(B)(ii) with respect to Year 5, the P groupSCONSOLIDATED SECTION 382 LIMI- member (or new loss subgroup) pursuant
net unrealized built-in loss is reduced by P's $25 110N THE SUBGROUP SECTION to paragraph (c) of this section;
recognized built-in loss in Year 3 and the $17 of ne, .
unrealized built-in loss allocated to L2, thus limiting 82 LIMITATION, THE LOSS (viii) If the forr_ner menjbgr is allocated
the P group’s recognized built-in loss in Year 5 t&;ROUP’S NET UNREALIZED BUILT- any net unrealized built-in loss under
$33.) ' IN GAIN, THE LOSS SUBGROUP’S paragraph (e) of this section, the amount

Example 2. Two members depart in the samgET UNREALIZED BUILT-IN GAIN, of any adjustment element apportioned to
year.The facts are the same asxample 1except oo 5y ronriate] TO [insert name andhe former member that is attributable to
that P sells all of the stock of L1 to C on November . . o . . .
1, Year 3. The amount of net unrealized built-in |os§.I.N. of the corporation (or the corporatecognized bunF-m gains (determined in a
apportioned to L2 (rounded to the nearest dollar) HONS that compose a new loss subgroup)anner that will enable both the group
$17 ($50 remaining NUBIL balance $50/$150). to which allocation is made]”. The decla-and the former member to apply the prin-
tT_he 2’?“:_”; (Of ”eé L:j”;eat'ézed b“"t't'”d"l’lss)ﬁpp;?fration must also include the following in-ciples of §1.1502-93(c));
loned to rounded to the nearest dollar) IS . . .

(850 remaining NUBIL balance $100/$150). ?ormatlon, as appropriate— _ (ix) The name and E.I.N. qf the com-
() The date of the ownership changenon parent making the apportionment.

(8) Reporting requirementlf a net un- that resulted in the consolidated section (2) Signing of the electionThe elec-
realized built-in loss is allocated undeB82 limitation (or subgroup section 382ion statement must be signed by both the
this paragraph (e), the common paredimitation) or the loss group’s (or losscommon parent and the former member
must file a statement with its income taxsubgroup’s) net unrealized built-in gain; (or, in the case of a loss subgroup, the
return for the taxable year in which the (ii) The amount of the departing mem-common parent and the loss subgroup

former member(s) (or a new loss subber’s (or loss subgroup’s) pre-change netarent) by persons authorized to sign their
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respective income tax returns. If the allosubgroup) becomes a member of a groupeated, for purposes of applying
cation is made to a loss subgroup foduring which the member (or loss sub81.1502-91(g)(2)(ii), as if they have been
which an election under §1.1502-91(d)(4yroup) has not had an ownership changeaffiliated with the common parent for 5
is made, and not separately to its mem- (2) Effect of end of separateconsecutive years. Starting on that day,
bers, the election statement under thigsacking—(i) Net operating loss carry- the member’s (or the members of the loss
paragraph (e) must be signed by the cormavers. If this paragraph (a) applies withsubgroup’s) separately computed net un-
mon parent and any member of the newespect to a member (or loss subgroupgalized built-in loss is included in the de-
loss subgroup by persons authorized twith a net operating loss carryover, thertermination whether the group has a net
sign their respective income tax returns. starting on the day after the earlier of thenrealized built-in loss, and there is an
(3) Filing of the election.The election change date (but not earlier than the daywnership change with respect to the
statement must be filed by the commothe member (or loss subgroup) becomesmember’s separately computed net unre-
parent of the group that is apportioningnember of the consolidated group) or thalized built-in loss only if the group (in-
the consolidated section 382 limitation (otast day of the 5 consecutive year periodiuding the member) has a net unrealized
the subgroup section 382 limitation) ordescribed in paragraph (a)(1)(ii) of thisuilt-in loss and has an ownership
the loss group’s net unrealized built-insection, such loss carryover is treated ahange. Thus, for example, starting the
gain (or loss subgroup’s net unrealizedescribed in §1.1502-91(c)(1)(i). Theday after the change date (but not earlier
built-in gain) with its income tax return preceding sentence also applies for puthan the day the member (or loss sub-
for the taxable year in which the formeposes of determining whether there is agroup) becomes a member of the consoli-
member (or new loss subgroup) ceases ¢vnership change with respect to sucHated group), or the end of the 5 consecu-
be a member. The common parent mufiss carryover following such change datéve period—
also deliver a copy of the statement to ther 5 consecutive year period. Thus, for (A) The consolidated group which in-
former member (or the members of thexample, starting the day after the changgudes the new loss member or loss sub-
new loss subgroup) on or before the dayate (but not earlier than the day thgroup is no longer required to separately
the group files its income tax return formember (or loss subgroup) becomes teack owner shifts of the stock of the new
the consolidated return year that the foimember of the consolidated group) or thivss member or subgroup parent to deter-
mer member (or new loss subgroupgnd of the 5 consecutive year period— mine if an ownership change occurs with
ceases to be a member. A copy of the (A) The consolidated group which in-respect to the net unrealized built-in loss
statement must be attached to the first retudes the new loss member or loss subf the new loss member or members of
turn of the former member (or the first regroup is no longer required to separatelthe loss subgroup;
turn in which the members of a new losgack owner shifts of the stock of the new (B) The group includes the member’s
subgroup join) that is filed after the closg@oss member or subgroup parent to detefer the loss subgroup members’) sepa-
of the consolidated return year of thenine if an ownership change occurs witmately computed net unrealized built-in
group of which the former member (or thgespect to the loss carryover of the newss in determining whether it is a loss
members of a new loss subgroup) ceasgsss member or members included in thgroup under §1.1502—91(c)(1)(iii);
to be a member. loss subgroup; (C) There is an ownership change with
(4) Revocation of electiomAn election  (B) The group is a loss group becauseespect to such net unrealized built-in loss
statement made under paragraph (c) @he member’s loss carryover is treated amly if the group is a loss group and has
this section is revocable only with they |oss described in §1.1502-91(c)(1)(i); an ownership change; and
consent of the Commissioner. (C) There is an ownership change with (D) If the group has an ownership
§1.1502-96 Miscellaneous rules. respect to such loss carryover only if thehange, the member's _se_parately com-
group has an ownership change; and  puted net unrealized built-in loss and its
(a) End of separate tracking of (D) If the group has an ownershipassets are taken into account in determin-
losses—(1) Application. This paragraph change, such loss carryover is a preang the group’s pre-change consolidated
(a) applies to a member (or a loss sulghange consolidated attribute subject tattributes described in §1.1502-91(e)(1)
group) with a net operating loss carryovethe loss group’s consolidated section 38@elating to recognized built-in losses)
that arose (or is treated under §1.15023imitation. that are subject to the group’s consoli-
21(c) as arising) in a SRLY, or a member (i) Net unrealized built-in losseslf dated section 382 limitation.
(or loss subgroup) with a net unrealizethis paragraph (a) applies with respect to a (i) Common parent not common par-
built-in loss determined at the time thatew loss member described in §1.1502ent for five years.If the common parent
the member (or loss subgroup) becomes (a)(1)(ii) (or a loss subgroup describetias become the common parent of an ex-
member of the consolidated group if theré §1.1502-91(d)(2)) then, starting on thésting group within the previous 5-year
is— day after the earlier of the change datperiod in a transaction described in
(i) An ownership change of the mem+{but not earlier than the day the membe§1.1502—75(d)(2)(ii) or (3), appropriate
ber (or loss subgroup) within six monthgor loss subgroup) becomes a member afdjustments must be made in applying
before, on, or after becoming a member dhe group) or the last day of the 5 conse@aragraphs (a)(2)(ii) and (3) of this sec-
the group; or utive year period described in paragraption. In such a case, as the context re-
(i) Aperiod of 5 consecutive years fol-(a)(1)(ii) of this section, the member (orquires, references to the common parent
lowing the day that the member (or lossnembers of the loss subgroup) arare to the former common parent.
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(3) Continuing effect of end of sepa-and the L loss asset with a net unrealized built-in (b) Ownership change of subsidiary
rate tracking—(i) In general. As the !0s of $300 is included in the determination’1) Ownership change of a subsidiary be-
context may require, a current group dq"gzzther the M group has a net unrealized builtiil ) \ oo of options or plan or arrangement.
termines which of its members are in- ;i) The s group determines which of its mem-NOtwithstanding §1.1502-92, a subsidiary
cluded in a loss subgroup on any testingers are included in a loss subgroup by taking intthay have an ownership change for pur-
date by taking into account the applicaaccount application of paragraph (a) of this sectioposes of section 382 with respect to its at-
tion of this section in the former group.n the M group. For this purpose, application ol tes which a group or loss subgroup in-

See the example in §1.1502-91(f)(2). F(ﬁaragraph () of this section causes L to be reated gg o< iy aking a determination under

B A aving been affiliated with M (or as having been & - L
this purpose, corporations that are treatggkmber of the M group) for 5 consecutive years a81-1502-91(c)(1) (relating to the definition

under paragraph (a)(2)(ii) of this sectiorf January 1, Year 2. Therefore, the S group inof loss group) or §1.1502-91(d) (relating

as having been affiliated with the com<ludes L in the determination whether the M subtg the definition of loss subgroup). The

mon parent of the former group for 5 con9roup ac‘?_‘"rzdbbﬁ S o December 31, Year 4, has@hsidiary has such an ownership change if
secutive years are also treated as havifl t(i%?reBaeffuseu");'gg?;;H (@)(1) of this section ad';.has an ownership change under .the prin-
been affiliated with any other membersyied to L when L became a member of the M groupGiples of §1.1502-95(b) and section 382
that have been (or are treated as havimgt did not apply to L1, L is treated as not having@nd the regulations thereunder (determined
been) affiliated with the common parentbeen affiliated Wi.th L1 pefore Lgnd Lljoined'the.Mon a Separate ent|ty basis by treating the
The corporations are treated as havin%ﬁ:t;;.eAlso, L1 is not included in the determmatlorbubsidiary as not being a member of a con-

- . r the M subgroup has a net unrealized built-in . .
been affiliated with such other member?oss because L1 hgs nc[J)t been continuously affiliate%ondated group) in the event of—

for the same period of time that thoSgith members of the M group for the five consecu- (i) The deemed exercise under §1.382—
members have been (or are treated as haive year period ending immediately before they be4(d) of an option or options (other than an
ing been) affiliated with the common par<ome members of the S group. See 81.150Z5ptjon with respect to stock of the com-

ent. If two or more corporations becom@(@)®- mon parent) held by a person (or persons

members of the group at the same time, (4) Special rule for testing periodsor acting pursuant to a plan or arrangement)
but paragraph (a)(1) of this section doesoses of determining the beginning of® acquire more than 20 percent of the
not apply to every such corporation, théte testing period for a loss group, thétock of the subsidiary; or
immediately after the corporations bei;empers (or loss subgroup’s) net operat- (ii) An increase by 1 or more 5-percent
come members of the group, the corporgay o5 carryovers (or net unrealize@hareholders, acting pursuant to a plan or
tions to which paragraph (a)(1) of this, jit-in loss) described in paragraptRfrangement to avoid an ownership
section applied are treated as not having,) oy of this section are considered tghange of a subsidiary, in their percentage
been previously affiliated, for purposes o rise— ownership interest in the subsidiary by
applying this paragraph (a)(3), with the (jy | 3 case described in paragrapfiore than 50 percentage points during the
corporations to which paragraph (a)(2)(iiya)(1)(i) of this section, in a taxable yeatesting period of the subsidiary through
of this section did not apply. that begins not earlier than the later of thé1€ acquisition (or deemed acquisition
(i) Example. The following example 5y following the change date or the dapursuant to §1.382—4(d)) of ownership in-
illustrates the principles of this paragraply,at the member becomes a member &rests in the subsidiary and in higher-tier
@@): the group; and members with respect to the subsidiary.

Example. () L has owned all the stock of L1 for (i) In @ case described in paragraph (2) Effect of the owner_shlp change
three years. At the close of December 31, Year {a)(1)(ii) of this section, in a taxable yeafi) In general. If a subsidiary has an
the M group purchases all the L stock, and L and Lihat begins 3 years before the end of the®vnership change under paragraph (b)(1)
become members of the M group. Other than theqhcacytive year period. of this section, the amount of consoli-

stock of L1, L has one asset (the L loss asset) with a L .
net unrealized built-in loss of($200 on this dezte L1 (5) Limits on effects of end of separateiated taxable income for any post-change

has one asset with a net unrealized built-in gain ¢facking. The rule contained in this para-year that may be offset by the pre-change
$50 (the L1 gain asset). Land L1 do not compose@raph (a) applies solely for purposes dpsses of the subsidiary shall not exceed
loss subgroup because they do not meet the five ye8§1.1502—91 through 1.1502—-95 and thighe section 382 limitation for the sub-
affiliation requirement of §1.1502-91(d)(2)(i). Lis section (other than paragraph (b)(2)(ii)(B)5idiary. For purposes of this limitation,
a new loss member, and M’s purchase of L causes ar]z thi ti lating to the definiti fthe value of the subsidiary is determined
ownership change of L. At the close of Decembe?! 1IS Section (re aling to the e I_nl lon o y

31, Year 4, at a time when L1 has been affiiate@r€-change attributes of a subsidiary)) angolely by reference to the value of the
with the M group for three years and has been affili§1.1502—98, and not for purposes of otheaubsidiary’s stock.

ated with L for six years, the S group purchases gfirovisions of the consolidated return reg- (ii) Pre-change lossesThe pre-change

the Ml_smgkb ?t”, thlis datef' ;;g%(')- '?hss ‘Eiset has a rltffations. However, the rule contained inosses of a subsidiary are—
unrealize ullt-in 10ss o , (ne gain assey, . . i
has a net unrealized built-in gain of $80, and M, inihis paragraph (a) does apply in (A) Its allocable part of any consoli

common parent of the M group, has one asset with®81.1502-15(g), 1.1502-21(g) andlated net operating loss which is attribut-
net unrealized built-in gain of $200. 1.1502-22(g) for purposes of determiningble to it under §1.1502-21(b) (deter-
(i) Paragraph (a)(1) of this section applies to Lthe composition of loss subgroups definethined on the last day of the consolidated
gfCg‘ézegz('j)(i)gsvtvh;Shzg‘::":v‘irr]e‘t;‘;”cbﬁ]éi% §1.1502-91(d). See also paragraph (cdturn year that includes the change date)
upon becoming a member of the M group on DeSf this section for the continuing effect ofthat is not carrle_d back and abs_orbedlln a
cember 31, Year 1. Accordingly, L is treated as ha/dn Ownership change with respect to preéaxable year prior to the year including

ing been affiliated with M for 5 consecutive yearsChange attributes. the change date;
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(B) Its net operating loss carryoversommon parent under §1.1502—-20(g)ewns 60% of the stock of L, and B owns the remain-
that arose (or are treated under §1.150References in this paragraph (d) to a suBfld 40%. L has a net operating loss carryover of
21(c) as having arisen) in a SRLY; and sidiary are references to the subsidiary ((ir;gollfrimzfeli;:?; 'tocfa\r(ZZf zovsr Lor;;asfsioi/’o
(C) Its recognized built-in loss with re-lower tier subsidiary) whose net operatings ine 1 stock fror% B, Wghich does ’notiause an own-
spect to its separately computed net unréess carryover is reattributed to the comership change of L. On December 31, Year 3, P sells
alized built-in loss, if any, determined onmon parent. all of the L stock to M. Pursuant to §1.1502-20(g),
the change date. (2) Deemed section 381(a) transaction? reattributes $10 of L's $100 net operating loss car-

(3) Coordination with §§1.1502-91, Under §1.1502—20 (g)(1), the commoriyever to itself, and L carries $90 of its net operating

. . loss carryover to its Year 4.
1.1502-92, and 1.1502-94#.an increase parent succeeds to the reattributed losses;; Th); sale of the L stock to M does not cause

in percentage ownership interest causes if the losses were succeeded to inaa owner shift that is taken into account in determin-
an ownership change with respect to amansaction described in section 381(a). ling if there is an ownership change with respect to
attribute under this paragraph (b) angeneral, §§1.1502-91 through 1.1502-9%€ $10 reattributed loss. Following the reattribu-
under §1.1502-92 on the same day, thais section, and §1.1502-98 are appliet n, §1.1502-94(b) continues to apply to determine

. . . . . it there is an ownership change with respect to the
ownership change is considered 0 occup the reattributed net operating loss CaIm¥s10 reattributed loss, until, under paragraph (a) of

only under §1.1502-92 and not under thigvers in accordance with that characterizanis section, the loss is treated as described in

paragraph (b). See §1.1502-94 for antiion. See generally, §1.382—2(a)(1)(ii)(re51.1502-91(c)(1)(i). In applying §1.1502-94(b),

duplication rules relating to value. lating to distributor or transferor lossthe 40 percentage point increase by the P sharehold-
(4) Example. The following example corporations in transactions under sectio s prior to the reattribution is taken into account.

f i P R le of the L stock to M d -
ilustrates paragraph (b)(1)(i) of this sec381), §1.1502— (1)(f)(4)(relating to the deyiy nange of L with respect o the $90 of ts net

tion: finition of predecessor and successor) angherating loss that it carries over to Year 4.
Example. Plan to avoid an ownership change 0§L1502_91(J)(relat|_ng to predecessor and E?anIe Zth Owner Sﬂhlfntg forl relattnbu:(ig Itol;ss.
a subsidiary. (i) L owns all the stock of L1, L1 SUCCeSSOr corporations). For example, ffne facts are the same axample Lexcept tha

owns all the stock of L2, L2 owns all the stock ofthe reattributed net operating loss Cal’l’)ﬁn!)y purchases 20% of the L.SIOCk from B and sells
L3. and L3 owns all the stock of L4. The L grou . . . 80% of the L stock to M. L isa new loss member,
' ' grodPover is a pre-change attribute subject to &hd, under §1.1502-94(b)(1), an owner shift of the

et 15 caried over (6 vear 5. 1 nae asects otngection 382 limitation, it remains Subjectock of L not held diecty o indirectly by the co
than its L1 stock with a value of $900. L1, L2, ancf0 that limitation foIIowmg the reattribu- mon parent (the 20% of L stock still held by B)
L3 own no assets other than their L2, L3, and Lidion. In certain cases, the limitation apwould ha\{e beer.1 taken into account if §uch shift had
stock. L4 has assets with a value of $100. Durinplicable to the reattributed loss is zero u _cc_urred |mmed|_ately before the reattrlbutlon.- Fol-
Year 2 A B.C.and D, acing pusian (02 BaD foss, the common parent apportions all GF o s aeermo s o e s
E)\ﬁilr?ga;wivgrsﬁzh:gtgrii?g?nOt];lle;drfﬁ:;%:lrr: ;?fh;O:Part of the limitation to itself. (See parachange with respect to the $10 reattributed loss,

loss group: (A) on September 11, Year 2, Aacquiregraph (d)(4) of this section.) until, under paragraph (a) of this section, the loss is
20 percent of the L1 stock from L and B acquires 20 (3) Rules relating to owner shifts(i) treated as described in §1.1502-91(c)(1)()). With

percent of the L2 stock from L1; and (B) on Septemin general. Any owner shift of the sub- respect to the $10 reattributed loss, the P sharehold-

ers have increased their percentage ownership inter-

ber 20, Year 2, C acquires 20 percent of the stock @f i ; ; ; i
L3 from L2 and D acquires 20 percent of the Stoc|%ldlary (mCIUdmg any deemed owner Shlfgst by 40 percentage points. The P shareholders have

of L4 from L3. resulting from section 382(g)(4)(D) Ofincreased their ownership interests by 20 percentage
(i) The acquisitions by A, B, C, and D pursuant382(1)(3)) in connection with the disposi-points as a result of P’s purchase of stock from B,

to the plan have increased their respective percertion of the stock of the subsidiary is no@nd, under §1.382-2(a)(1)(ii), are treated as increas-
age ownership interests in L4 by approximately 1Gaken into account in determining whethe'9 their interests by an additional 20 percentage
13, 16, and 20 percentage points, for a total of Bhere is an Ownership Change with respegglnts as a result of the reattribution. (The acquisi-

proximately 59 percentage points during the testinf h ibuted ina | n of the L stock by M does not, however, effect an
period. This more than 50 percentage point incread@ th€ reattributed net operating 0SS Cagwner shift for the $10 of reattributed loss.) The

in the percentage ownership interest in L4 causes &f0ver. However, any owner shift withsale of the L stock to M causes an ownership change
ownership change of L4 under paragraph (b)(2) afespect to the successor corporation thatdsL W.Ith respect to the $90 of net operating loss that
this section. treated as continuing in existence undercaries over toYear4.

(c) Continuing effect of an ownership§1'382_2(a)(1)(") must be taken into ac- (4) Ryles relating to the section 382
change. A loss corporation (or loss sub-CUNt for such purpose if such owner shiffmitation—(j) Reattributed loss is a pre-
group) that is subject to a limitation undef® effected by the reattribution and annange separate attribute of a new loss
section 382 with respect to its pre-chang®VNer shift of the stock of the subsidiangmemper. If the reattributed net operating
losses continues to be subject to the limit&l°t held directly or indirectly by the com-jogg carryover is a pre-change separate at-
tion regardless of whether it becomes J1°N Parent would have been taken int@ij te of a new loss member that is sub-
member or ceases to be a member of a cdifcoUNt if such shift had occurred immeject 1o a separate section 382 limitation
solidated group. See §1.382-5(d) (relating/ately before the reattribution. See pargsrior to the disposition of subsidiary
to successive ownership changes and a#@Ph (d)(3)(iExample 2f this section. - sock, the common parent’s limitation

sorption of a section 382 limitation). _ (i) Examples. The following examples,yith respect to that loss is zero, except to
(d) Losses reattributed under §1.1502—'”“Str"_31te the principles of this paragraphne extent that the common parent appor-
20(gy—(1) In general. This paragraph @)@): tions to itself, under paragraph (d)(5) of

(d) contains rules relating to net operating example 1. No owner shift for reattributed lossthis section, all or part of such limitation.
carryovers that are reattributed to th@) P, the common parent of a consolidated groufd separate section 382 limitation is the
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limitation described in §1.1502-94(b)stock of the subsidiary (or loss subgroufion 382 limitation) that is being appor-
that applies to a pre-change separate a&if which the subsidiary was a memberjioned. Thus, for example, the common
tribute. when the reattribution occurred. parent can reattribute to itself all or part of
(i) Reattributed loss is a pre-change (iv) Duplication or omission of value. the value element or adjustment element
subgroup attribute.If the reattributed net In determining any section 382 limitationof the limitation, and any part of such ele-
operating loss carryover is a pre-changeith respect to the reattributed net operatnent that is apportioned requires a corre-
subgroup attribute subject to a subgrouimg loss carryover and with respect tsponding reduction in such element of the
section 382 limitation prior to the disposi-other pre-change losses, appropriate adeparate section 382 limitation of the sub-
tion of subsidiary stock, and, immediateljjustments must be made so that value 8diary whose net operating loss carryover
after the reattribution, the common paremot improperly omitted or duplicated as as reattributed (or in the subgroup section
is not a member of the loss subgroup, thesult of the reattribution. For example382 limitation if the reattributed loss is a
section 382 limitation with respect to thaif the subsidiary has an ownership changere-change subgroup attribute). Appro-
net operating loss carryover is zero, exdpon its departure, and the common papriate adjustments must be made to the
cept to the extent that the common pareeint (as successor) has an ownershigeparate section 382 limitation (or sub-
apportions to itself, under paragraptthange with respect to the reattributedroup section 382 limitation) for the con-
(d)(5) of this section, all or part of thepre-change separate attribute upon isolidated return year in which the reattri-
subgroup section 382 limitation. Seereattribution under paragraph (d)(3)(i) obution is made to reflect that the
however, 8§1.1502-95(d)(Bxample 6, this section, proper adjustments must beattributed net operating loss carryover is
for an illustration of a case where thenade so that the value of the subsidiary &n attribute acquired by the common par-
common parent, as successor to the subet taken into account more than once iant during the year in a transaction to
sidiary, is a member of the loss subgrougeterminining the section 382 limitationwhich section 381(a) applies. The elec-
immediately after the reattribution. for the reattributed loss and the loss that i®on is made by the common parent as part
(iii) Potential application of section not reattributed. of the election to reattribute the net oper-
382()(1). In general, the value of the (v) Special rule for continuity of busi- atingloss carryover. See §1.1502-20(g)-
stock of the common parent is used to deress requirementlf the reattributed net (4) for the time and manner of making the
termine the section 382 limitation for anoperating loss carryover is a pre-changelection.
ownership change with respect to the reagttribute of new loss member and the reat- (ii) Examples.The following examples
tributed net operating loss carryover thatibution occurs within the two year pe-illustrate the principles of this paragraph
occurs at the time of, or after, the reattririod beginning on the change date, therfd)(5):
bution. For example, if the net operatingtarting immediately after the reattribu-
loss carryover is a pre-change consoltion, the con_tinuity of bus_iness _requir_e-P’ the common parent of a consolidated group, pur-
dated attribute, the value of the stock afent of section 382(c)(1) is applied withchases all of the stock of L on December 31, Year
the common parent is used to determingespect to the business enterprise of the L carries over a net operating loss arising in Year
the section 382 limitation, and no adjusteommon parent. Similar principles applyt to each of the next 5 taxable years. The purchase
ment to that value is required because dfthe reattributed net operating loss carry?f the L stock causes an ownership change of L, and

. . . . results in a separate section 382 limitation of $10 for
the deemed section 381(a) transactioover is a pre-change subgroup attributg, P s

: . e S net operating loss carryover based on the value
Howe_ver, if the net operating Ios_s carryand, on the day a_fter the reattribution, thgs the L stock. On July 2, Year 3, P sells 30 percent
over is a pre-change separate attribute ocemmon parent is not a member of thef the L stock to A. Under §1.1502-20(g), P elects
new loss member (or is a pre-change aless subgroup. to apportion to itself $110 of L's $200 net operating
tribute of a loss subgroup member and the (5) Election to reattribute section 382105 caryover. P also elects to apportion to itself $6
T . . of the $10 value element of the separate section 382
common parent was not the loss subgrodpnitation—(i) Effect of election.The . . ..o
parent immediately before the reattribueommon parent may elect to apportion to iy For the consolidated return years ending after
tion), the deemed section 381(a) transadself all or part of any separate sectiomecember 31, Year 3, P's separate section 382 limi-
tion is considered to constitute a capita382 limitation or subgroup section 382ation with respect to the reattributed net operating
contribution with respect to the new losdimitation to which the net operating loss9SS cayover is $6, adjusted as appropriate for any
ber (or loss subgroup member) focarryover is subject immediately befor Short taxable year, unused section 382 limitation, or
mem . 9 P y T | y &ther adjustment. For the P group’s consolidated re-
purposes of sec_tlon 382_(I)(1). Accordi_che reat_tnt_)utlor_]. However, no net unrealym year ending December 31, Year 3, the separate
ingly, if that section applies because thized built-in gain of the member (or loSSsection 382 limitation for L's net operating loss car-
deemed capital contribution is (or is consubgroup) whose net operating loss carryyover is $8, the sum of $5 and $3. Five dollars of
sidered under section 382(I)(1)(B) to bepver is reattributed can be apportioned t@€ limitation is the amount that bears the same rela-
t of a plan described in sectiorthe common parent. The principles ogonsmp 0 $10 as the number of days in the period
par P p : P P : nding with the deemed section 381(a) transaction,
382(1)(1)(A), the value of the stock of th_e§1.1502—95(c) apply to the apportl_on-183 days, bears to 365. Three dollars of the limita-
common parent after the deemed sectianent, treating, as the context requiresipn is the amount that bears the same relationship to
381(a) transaction must be adjusted to reeferences to the former member as refe$6 as the number of days in the period between July
flect the capital contribution. Ordinarily, ences to the common parent, and refep-2nd December 31, 182, bears to 365.
this will require the value of the stock ofences to the consolidated section 382 lim- (i) For L's taxable years ending after December
aq ) ) n&l, Year 3, L's separate section 382 limitation for its
the common parent to be reduced to amation as references to the separaig@g of net operating loss carryover that was not reat-

amount that represents the value of thgection 382 limitation (or subgroup sectributed to P is $4, adjusted as appropriate for any

Example 1. Consequence of apportionmejt.
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short taxable year, unused section 382 limitation, ar before the due date for such income tagroup parent requirement as satisfied)
other adjustment. For L's short taxable year endinfiatrn | including extensions. apply to corporations that become mem-

December 31, Year 3, the section 382 limitation for . . . .
its $90 of net operating loss carryover is $2, the (4) An (_ele_ct|on made under this parabers of a copsolldated group in taxaple
amount that bears the same relationship to $4 (tt@@ph (€) is irrevocable. years for which the due date of the in-
portion of the value element that was not appor- come tax return (without extensions) is

tioned to P), as the number of days during the shotl-1502-97 Special rules under section 4fer June 25, 1999.

taxable year, 182 days, bears to 365. See §1.38382 for members under the jurisdiction of (2) Principal purpose of avoiding a lim-
5(c). a court in a title 11 or similar case. itation. The third sentence of §1.1502—

Example 2. No apportionment required for con-[Reserved] : lati ) |

solidated pre-change attribute(i) P, the common 91(d)(5) (relating to mempers excluded
parent of a consolidated group, forms L. For Year %81.1502-98 Coordination with section from a loss subgroup) applies to corpora-
L has an operating loss of $70 that is not absorbeéi . tions that become members of a consoli-
and is included in the group’s consolidated net opet=="*" dated group on or after June 25, 1999.

ating loss that is carried over to subsequent years. . . :
On January 1 of Year 3, Abuys all of the P stock and The rules contained in §§1.1502-91 (3) Ceasing to be a member of a loss

the P group has an ownership change. The consdlirough 1.1502-96 also apply for pursubgroup—(i) OW”_erShip change of a
dated section 382 limitation based on the value gdoses of section 383, with appropriate adoss subgroup.Section 1.1502-95(d)(2)-
the P stock is $10. justments to reflect that section 383 aptii) and 81.1502-95(d)(3)Example 3

(if) On April 13 of Year 4, P sells all of the StOCklplies to credits and net capital losse<apply to corporations that cease to bear a

of L to B and, under §1.1502-20(g), elects to reat- " . . . . . . .
tribute to itself $45 of L's net operating loss carry-Similarly, in the case of net capital lossed€lationship described in section

over. Following the reattribution, the $45 portion ofgeneral business credits, and excess fokb04(a)(1) to a |05_5 subgroup parent in
the Year 1 net operating loss carryover retains it8jgn taxes that are pre-change attributei@xable years for which the due date of the
character as a pre-change consolidated attribute, a§‘1.383—1 applies the principles Oiincome tax return (without extensions) is

remains subject to so much of the $10 consolidat fter June 25. 1999.
section 382 limitation as P does not elect to appo -§1'150_2_91 through 1.1502-96. For e)_@ i Expi y f5 i0od.S
tion to L under §1.1502-95(c). ample, if a loss group has an ownership (i) Expiration of 5-year period.Sec-

change under §1.1502-92 and has a caen 1.1502-95(d)(2) (iii) applies with re-

(e) Time and manner of making eleCryover of unused general business credigP€ct to the day after the last day of any 5
tion under §1.1502-91(d)@4}(1) In gen- from a pre-change consolidated returfonsecutive year period described in that
eral. This paragraph (e) prescribes th?ear to a post-change consolidated retugEction that ends in a taxable year for
time and manner of making the eIectioQ,ear, the amount of the group’s reguIaYVhiCh the due date of the income tax re-
under §1.1502-91(d)(4), relating to treatg,y liability for the post-change year thaturn (without extensions) is after June 25,
ing two or more corporations as treating, pe offset by the carryover cannot ext 9.
the section 1504(a)(1) requirement Ofqaqg the consolidated section 383 credit (4) Reattribution of net operating loss
§1.1502-91(d) (1)(ii) and (d) (2)(ii) as|imitation for that post-change year, detercarryovers under §1.1502—-20(g®ection
satisfied. mined by applying the principles of1-1502-96(d) applies to reattributions of

(2) Election statement An election §§1.383-1(c)(6) and 1.1502-93 (relatin et operating loss carryovers (or capital
under §1.1502-91(d)(4) must be made b[ g‘oss carryovers) in taxable years for

X % the computation of the consolidated™ " .
the common parent. The election must b?ection 382 limitation) which the due date of the income tax re-

made in the form of the following state- turn (without extensions) is after June 25,
ment: “THIS IS AN ELECTION UNDER §1.1502-99 Effective dates. 1999; except that the election under
§1.1502-91(d)(4) TO TREAT THE FOL- §1.1502-96(d)(5)(relating to an election

LOWING CORPORATIONS AS MEET- (&) In general. Except as provided in to reattribute section 382 limitation) can
ING THE REQUIREMENTS OF Paragraphs (b) and (c) of this sectiolye made with any election under
§1.1502-91(d)(1)(ii) AND (d)(2)(ii) IM- §81.1502-91 through 1.1502-96 and1.1502-20(g)(4) to reattribute to the
MEDIATELY AFTER THEY BECAME §1.1502-98 apply to any testing date 0OBommon parent a net operating loss or net
MEMBERS OF THE GROUP.” [List Or after June 25, 1999. Sections 1.150Zgpital loss that is timely filed on or after
separately the name of each corporatio4 through 1.1502-96 also apply to a cojune 25, 1999.
its E.ILN., and the date that it became BOration that becomes a member of a (5) Election to apportion net unrealized
member of the group]. If separate elecdroup or ceases to be a member of a gropilt-in gain. In the case of corporations
tions are being made for corporations thder loss subgroup) on any date on or aftehat cease to be members of a loss group
became members at different times or thatine 25, 1999. (or loss subgroup) before June 25, 1999 in
were acquired from different affiliated (b) Special rules—(1) Election to treat a taxable year for which the due date of
groups, provide a separate statement asdbgroup parent requirement as satisfiedhe income tax return (without exten-
list for each election. Section 1.1502-91(d)(4), 81.1502-91(d)sions) is after June 25, 1999, §1.1502—
(3) The election statement must be filed7), Example 4,81.1502-92(b)(1)(iii), 95(a),(b), (c), and (f) apply to those cor-
by the common parent with its income tax§1.1502—-92(b)(2)Example 5the last porations if the common parent makes the
return for the consolidated return year inwo sentences of §1.1502-95(b)(3)election described in the second sentence
which the members with respect to whicl§1.1502-95(d)(2)(i), and §1.1502-96(edf paragraph (c)(1) of §1.1502-95 in the
the election is made become members @l of which relate to the election undettime and manner prescribed in paragraph
the group. Such election must be filed 081.1502-91(d)(4) to treat the loss sub{) of §1.1502-95.
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(c) Testing period may include a period :
beginning before June 25, 19991) In v?/rﬁgrg?éteg:iﬁggt:nnd ;l;rtrthN%MB
general. A testing period for purposes of '

emy bond credit rate and provide reim-
bursement rules. State and local govern-
ments that issue qualified zone academy

§81.1502-91 through 1.1502-96 angescnbed bonds will be affected by these temporary
1.1502-98 may include a period begin- regulations. The text of these temporary
ning before June 25, 1999. Thus, for ex- Kok ok Kk regulations also serves as the text of the
ample, in applying §1.1502-92(b)(1)(i) proposed regulations set forth in the no-
(relating to the determination of an own:1502=20 ............... 1545-116fice of proposed rulemaking (REG-
ership change of a loss group), the deter- 1545-1218 105327-99) on this subject on page 117.
mination of the lowest percentage of own- X £ k% %

ership interest of any 5-percent DATES: Effect.ive DateThese regula-
shareholder of the common parent during.1502-95 ............... 1545-121H0ns are effective July 1, 1999. .

a testing period ending on a testing dat®.1502-96 . .............. 1545-1218 Applicability Date:For dates of applic-
occurring on or after June 25, 1999 takes.1502-95A ... .......... 1545-121@bility, see 81.1397E-1T(j).

into account the period beginning before
June 25, 1999, except to the extent that
the period is more than 3 years before the
testing date or is otherwise before the be-
ginning of the testing period. See

X ok Kk K FOR FURTHER INFORMATION CON-
TACT: Concerning the regulations,
Timothy L. Jones (202) 622-3980 (not a

John M. Dalrymple, to|l-free number).
Acting Deputy Commissioner

§1.1502-92(b)(1). _ of Internal Revenue. SUPPLEMENTARY INFORMATION:
(2) Transition rule for net unrealized
built-in loss. A loss group (or loss sub- Approved June 18, 1999. Background

group) that has a net unrealized built-in i )
loss on a testing date on or after June 25, Donald C. Lubick, Secftlon 226(a) ?f the Taxpayer Relief
1999 may apply §1.1502-91A(g)(and Assistant Secretary of'gCt 07818997, PUS '3 LhaWI 105—??; (111
§1.1502-96A(a) as it relates to §1.1502— the Treasury. Ctaé' : ). ‘Zme,” ed the ”te,malsg‘?’gnue
91A(qg)) for the period ending on the day , _ é:(3397eF y :je Zzlgnatlng sectloq 1397aEs
before June 25, 1999 to determine undé@leldggg t?g?ﬁlce of tcrj]e F;_dehra(IjRetghlst_er on J;,l::’l . ana adding a qew section .
1.382-2T(d)(ii)(A) the earliest date thaf., » 1:27 p.m., and published in the issue of thBection 1397E authorizes a new type of
§ : ” \ ' A Federal Register for July 2, 1999, 64 F.R. 36116) debt instrument known as a qualified zone
its testing period begins (treating the day d bond. T lati
before June 25, 1999 as the end of a tax- academy bond. Temporary regulations
interpreting section 1397E were pub-

able year.) Thus, for example, if @ consolsection 1397E.—Credits to lished on January 7, 1998 (63 F.R. 671)
idated group with no net operating lossegg|ders of Qualified Zone ' o '

has a net unrealized built-in loss deter i isi
: TAcademy Bonds Explanation of Provisions
mined under §1.1502-91(g) on a testing y

date after June 25, 1999, but, undefs cFr 1.1397E-1T: Qualified zone academy In General
81.1502-91A(g), does not have a net urponds.

realized built-in loss for the period endin .
on the day before June 25, 1999, th 'D. 8826 taxable bond issued by a state or local
government, the proceeds of which are

group’s testing period begins no ear”ebEPARTMENT OF THE TREASURY . . L .
than June 25, 1999. used to improve certain eligible public

A qualified zone academy bond is a

Internal Revenue Service schools. In lieu of receiving periodic in-
PART 602—OMB CONTROL 26 CFR Part 1 terest payments from the issuer, an eligi-
NUMBERS UNDER THE . ble holder of a qualified zone academy
PAPERWORK REDUCTION ACT Qualified Zone Academy Bonds;  pond is generally allowed annual federal
Obligations of States and income tax credits while the bond is out-
Par. 14. The authority citation for partPolitical Subdivisions standing. These credits compensate the
602 continues to read as follows: ~holder for lending money to the issuer and
Authority: 26 U.S.C. 7805. AGENCY: Internal Revenue Servicegnction as payments of interest on the
Par. 15. In §602.101, paragraph (b) i§RS), Treasury. bond.
amended by removing the entry forACTION: Temporary regulations. Credit Rate

8§1.1502-95T, revising the entry for

§1.1502-20, and adding entries in NUMESYMMARY: This document contains Under section 1397E(b)(2), the Secre-
ical order to the table to read as follows: (g norary regulations that provide guidtary shall determine a credit rate for quali-

§602.101 OMB Control numbers. ance to state and local government issuefied zone academy bonds that the Secre-
of qualified zone academy bonds. Thesgry estimates will permit the bonds to be
o temporary regulations change the methadsued without discount and without inter-

(b) *** of ascertaining the qualified zone acadest cost to the issuer. Section 1.1397E—
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1T(b) provides that the credit rate for dicited about whether these rules providg1.1397E-1T Qualified zone academy
qualified zone academy bond is equal tadequate guidance regarding reimburs®&onds (temporary).
110 percent of the long-term applicablenent matters for issuers of qualified zone
Federal rate (AFR), compounded annuacademy bonds.
ally, for the month in which the bond is (b) Credit Rate.The Secretary shall de-
issued. Special Analyses termine monthly (or more often as deemed
Comments have been received that the |, - poon determined that this Tredl€Cessary by the Secretary) the credit rate
credit rate established by §11397E—1T(b§ury decision is not a significant regula_the Secretary estimates will genera”y per-
is generally lower than the rate required ®ory action as defined in EO 12866 Mit the issuance of a qualified zone acad-
permit the issuance of qualified Zon(?Iherefore, a regulatory assessment is ngfy bond without discount and without
thout inerest cost 1o he iseuer ComfEduired: Ithas also been defermined tiRterest cost o the issuer. The manne fo
ments have also been received that a Si%gctlon 553(b) of the Administrative Pro-ascertaining the credit rate for a qualified
cedure Act (5 U.S.C. chapter 5) and theone academy bond as determined by the

le credit rate applicable to obligations is- L
Sued during a nﬁ)gnthly period ig t00 rigiOReguIatory Flexibility Act (5 U.S.C. Secretary shall be set forth in procedures,

and non-responsive to market interest raf1apter 6) do not apply. See also the Spgotices, forms, or instructions prescribed
movements. cial Analysis Section of the notice of Proy the Commissioner.

The revised regulations state that thB0S€d rulemaking on qualified zone acad-
Secretary will determine monthly (oremy.bqnds in the Proposed Rul'es Section
more often as the Secretary deems nec&y.-this issue of the Federal Register. Pur-

sary) a credit rate that will generally perSuant to section 7805(f) of the Interna o e
mit the issuance of qualified zone acadXevenue Code, these temporary reguid” @ gualified purpose may be reim

interest cost to the issuers. The revisege! for Advocacy of the Small Busines@cademy bond. For this purpose, rules
regulations also provide that the mannehdministration for comment on its impactsimilar to those in §1.150-2 shall apply.
for ascertaining the credit rate determine@in small business. ok % % %

by the Secretary will be set forth in proce- rafting Information
dures, notices, forms, and instructions alg g : () Effective datesExcept as provided

prescribed by the Commissioner. A no- The principal author of these regulain this paragraph (j), this section applies
tice to be pl_JbI'S_hed in the Int?rnal ReViions is Timothy L. Jones, Office of Assis-to a qualified zone academy bond issued
enl’!e Bu”etl_n will further provide t_h_at’ tant Chief Counsel (Financial Institutionsgn or after January 1, 1998. Paragraph (b)
until otherwise provided, the qualifiedg Products). However, other personnehnd paragraph (h) of this section shall

zone academy bond credit rate will be d&yym |RS and the Treasurv Departmen .
termined daily and will be published oy ot T et Bpply to a qualified zone academy bond

* * * * %

* * * * %

(h) ReimbursementAn expenditure

the Internet site for State and Local Gov- sold on or afte.r July 1, 1999. Paragraph
ernment Bonds_ The Credit rate to be ap_ * k x K* % (b) Of th|S section as In effeCt on January
plied to a qualified zone academy bond _ 7, 1998 (See 26 CFR Part 1 as revised
will be the daily rate for the first day onAdoption of Amendments to the April 1, 1999), shall apply to a qualified
y y )

which there is a binding contract in writ-Regulations zone academy bond sold prior to July 1,
ing for the sale or exchange of the bond. Accordingly, 26 CFR part 1 is amended-999: This section shall not apply to a
Treasury and the IRS will monitor the is-_ ¢\ . qualified zone academy bond sold after
suance of_ qus_;lllfled zone academy_bonoas ' January 5, 2001.

to determine if future adjustments in theeART 1—INCOME TAXES Robert E. Wenzel,

credit rate may be required.

o . ] Paragraph 1. The authority citation for Deputy Commissioner of
Coordination with Reimbursement Rules part 1 continues to read in part as follows: Internal Revenue.

These temporary regulations provide Authority 26 U.S.C. 7805 * **
that the proceeds of a qualified zone acad-Par. 2. Section 1.1397E-1T i/\pproved June 22, 1999.
emy bond may be used to reimburse amended as follows: Donald C. Lubick
qualified expenditure (including any qual- 1. Revising paragraphs (b) and (j); ’
ified non-capital expenditure) made prior 2. Redesignating paragraph (h) as
to the date the bond was issued. The terparagraph (i);

Assistant Secretary of the
Treasury (Tax Policy).

porary regulations provide that rules simi- 3. Addiljg new paragr:_iph (h). (Filed by the Office of the Federal Register on June
lar to the reimbursement rules set forth in The revisions and additions read as foko, 1999, 8:45 a.m., and published in the issue of the
81.150-2 will apply. Comments are solows: Federal Register for July 1, 1999, 64 F.R. 35573)
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Part Ill. Administrative, Procedural, and Miscellaneous

26 CFR 601.105: Examination of returns and .06 Agreement not reached taxpayer may request early referral to Ap-
claims for refund, credit, or abatement; peals of any developed, unagreed issue

?Aeltsegnlllgratull,Og§ozlzclgfrigt1t,ag2“1a3t,)lg%5, 6621, 7121, SECTION 5. COLLECTION EARLY under the jurisdiction of the District Di-
7123, 7430; 1.446-1, 1.481-1, 1.481-2, 1.481-4, REFERRAL PROCEDURES rector arising from an audit. The District
ggi:giégjbml'e“%_l’ 301.6621-1, 301'7121_1_’01 In general will continue to develop issues tha't have
.02 Appropriate issues for early referral "0t been referred to Appeals. This rev-
Rev. Proc. 99-28 enue procedure does not alter the District
SECTION 6. EMPLOYEE Director’s authority to audit the returns of
TABLE OF CONTENTS PLANS/EXEMPT ORGANIZATIONS a taxpayer as _to _other. issues nor Iimi't or
(EP/EO) EARLY REFERRAL expand the District Director’s authority
SECTION 1. PURPOSE AND PROCEDURES to resolve any other issues, including the
BACKGROUND authority in Delegation Order No. 236
.01 In general (Rev. 3).
SECTION 2. EXAMINATION EARLY .02 Employee Plans issues excluded 02 Appropriate issues for ear|y re-
REFERRAL PROCEDURES from early referral ferral. Appropriate issues for early refer-
.03 Exempt Organizations issues eXrg| are limited to those that:

.01 In general

.02 Appropriate issues for early referral
.03 Issues excluded from early referral SECTION 7. NO USER FEE
.04 Initiating the early referral request

cluded from early referral (1) if resolved, can reasonably be ex-
pected to result in a quicker resolution of
the entire case;

.05 Statement of issues and position ~SECTION 8. EFFECT ON OTHER (2) both the taxpayer and the District
06 Perjury statement DOCUMENTS agree should be referred to Appeals early;
'07 Signatures (3) are fully developed; and

.08 Notification of action SECTION 9. EFFECTIVE DATE (4) are part of a case where the re-

.09 Appeal of denial of early referral re-SECTION 1. PURPOSE AND maining issues are not expected to be
quest BACKGROUND completed beforg Appeals could resolve

.10 Administrative appeal at a later time the early refer_ral_ ISSU€. .

11 Issuance of notice of proposed ad- This revenue procedure describes tH@dustry Specialization Program (ISP) is-

justment or explanation of adjust-method by which a taxpayer may requesti€S ¢an also be referred to Appeals for
an early referral of one or more unre&arly resolution under these early referral

ment : . i
12 Taxpayer response to Notificatiorsolved issues from the Examination oProcedures. ISP issues are listed in Ex-
Form Collection Division to the Office of Ap- Nibit 8.7.1-1 of the Internal Revenue

.13 Early referral file sent to Appeals  peals (Appeals). Section 7123 of the inManual. - For specific procedures for the

.14 Resolving the early referral issue ternal Revenue Code (IRC), as added "1y referal of issues arising during the
.15 Agreement reached § 3465 of the Internal Revenue ServicE*a@mination of the tax-exempt status of a
.16 Agreement not reached Restructuring and Reform Act of 1998 P0ond issue, see Notice 98-58, 1998-49
.17 Effect of conclusion of examination Pub L. No. 105-206, 112 Stat. 685, pro-R:B: 13, Or any subsequent procedure.
118 Appeals consideration after 30-dayides that the Secretary shall prescribe :03 !Ssues excluded from early refer-
letter procedures by which any taxpayer ma}r,al. E_arly referral does not include an
.19 Withdrawal from the early referralrequest such an early referral. Early re>>ue h hich q
process ferral is a process to resolve cases moye (1) with respect to which a 30-day

expeditiously through the District and Ap- etter has been issued. Thus, a qualified
. : . offer under § 7430(c), may not be made
peals working simultaneously. This
. ) as part of the early referral process be-
process is optional and may be requeste
. cause such offers may only be made sub-
by any taxpayer. This revenue procedure : i
also describes the method by which a talsequent to the issuance of a 30-day letter;
: y Wh X" (2) that is not fully developed;

.01 In general payer may requgst early r-eferral of ane or (3) when the remaining issues in the
.02 Appropriate issues for early referral more unagreed issues with respect to an. "o expected to be completed before
involuntary change in method of accountAppeals could resolve the early referral

SECTION 3. INTERNAL REVENUE
SERVICE INITIATED CHANGE IN
METHOD OF ACCOUNTING
EARLY REFERRAL PROCEDURES

SECTION 4. EMPLOYMENT TAX ing, employment tax, employee plans, of¢ .

EARLY REFERRAL PROCEDURES exempt organizations. (4) that is designated for litigation by

.01 Background SECTION 2. EXAMINATION EARLY the Office of Chief Counsel;

.02 In general REFERRAL PROCEDURES (5) for which the taxpayer has filed a

.03 Appropriate issues for early referral request for Competent Authority assis-
.04 Issuance of employment tax report .01 In general.Except as provided in tance, or issues for which the taxpayer in-
.05 Agreement reached section 2.03 of this revenue procedure, @nds to seek Competent Authority assis-
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tance. Taxpayers are encouraged to r&his declaration must be signed by anplanation of the taxpayer’s position re-
quest the simultaneous Appeals/Compeerson currently authorized to sign thgarding the issues. The response shall be
tent Authority procedure described in sectaxpayer’s federal income tax returns.  submitted to the case/group manager
tion 8 of Rev. Proc. 96-13, 1996-1 C.B. .07 Signatures.The early referral re- within 30 days (unless extended by the
616, or a subsequent revenue procedurguest must be signed by the taxpayer @ase/group manager) from the date that
If a taxpayer enters into a settlement witthe taxpayer’'s authorized representativéhe proposed adjustment (the Notification
Appeals (including an Appeals settlemenit is preferred that Form 2848, Power oform) is sent to the taxpayer. The proce-
through the early referral process), anéttorney and Declaration of Representadural requirements of sections 2.06 and
then requests Competent Authority assigive, be used to designate an authorize2l07 of this revenue procedure (perjury
tance, the U.S. competent authority wilfepresentative, with regard to an early restatement and signatures) also apply to
endeavor only to obtain a correlative adferral request under this revenue procehe taxpayer’s response to the Notifica-
justment with the treaty country and willdure. tion Form. If a response is not received
not take any actions that would otherwise .08 Notification of action. The case/ for any issue within the time provided, the
amend the settlemenSeesection 7.05 of group manager will, where feasible, notaxpayer’'s early referral request will be
Rev. Proc. 96-13; or tify the taxpayer of the decision to acceptonsidered withdrawn regarding that par-
(6) that is part of a whipsaw transacer reject an issue in the early referral reticular issue without prejudice to the tax-

tion. (The term “whipsaw” refers to the-quest within 14 days of receiving the repayer’s right to an administrative appeal
situation produced when the governmerguest. at a later date.Seesection 2.18 of this
is subjected to conflicting claims of tax- .09 Appeal of denial of early referral revenue procedure.
payers. A potential whipsaw situation exrequest. There is no formal taxpayer ap- .13 Early referral file sent to Ap-
ists whenever there is a transaction begeal if the early referral request is denie@eals.Once the taxpayer has responded to
tween two parties and differingin whole or in part; however, the taxpayethe Notification Form, the District will
characteristics of transactions will benefitan request a conference with the Internakend the early referral file to Appeals.
one and hurt the other for tax purposes.)Revenue Service supervisor of théppeals will then take jurisdiction over

.04 Initiating the early referral re- case/group manager who denied the earllye issues accepted for early referral. All
quest.Arequest for early referral must bereferral request. other issues in the case remain in the Dis-
submitted in writing by the taxpayer to .10 Administrative appeal at a later trict’s jurisdiction. The early referral file
the case/group manager. The case/grotime. If the case/group manager does nathould include copies of:
manager may suggest that a taxpayeapprove the early referral request with re- (1) applicable portions of tax returns
make such a request. spect to any issue, the taxpayer retains tlaed workpapers;

.05 Statement of issues and position. right to pursue the administrative appeal (2) the approved early referral re-
The taxpayer’s early referral requesof any proposed deficiency related to thajuest;

must: issue at a later time. (3) the Notification Form;

(1) identify the taxpayer (and, where .11 Issuance of notice of proposed ad- (4) the taxpayer’s written response to
applicable, all related persons involved ifustment or explanation of adjustment. the Notification Form;
the issues) and the tax periods to whichhe District will complete a Form 5701, (5) the District’s response to the tax-
those issues relate; Notice of Proposed Adjustment, or arpayer’s position, if any; and

(2) state each issue for which earlyquivalent form (the Notification Form) (6) an estimate of the potential tax
referral is requested; and for each early referral issue approved pueffect of the proposed adjustment.

(3) describe the taxpayer’s positiorsuant to this revenue procedure. The Dis- .14 Resolving the early referral is-
with regard to the relevant early referratrict will send the Notification Form to the sues.The taxpayer’s written response to
issues. This statement must contain taxpayer generally within 30 days fromthe Notification Form generally serves the
brief discussion of the material facts anthe date the early referral request was asame purpose as an Appeals protest. Es-
an analysis of the facts and law as thegepted. The Notification Form will de-tablished Appeals procedures, including
apply to each early referral issue. scribe the issue and explain the Districtshose governing submissions and tax-

.06 Perjury Statement.The early re- proposed adjustment. The issuance of thgayer conferences, apply to early referral
ferral request, and any supplemental sulNotification Form for the early referral issues. Seesection 601.10@t seq.of the
mission (including additional docu-issue is not treated as the first letter dbtatement of Procedural Rules.
ments), must include a declaration in theroposed deficiency for purposes of com- .15 Agreement reachedlIf an agree-

following form: puting increased interest under § 6621(cjnent is reached with respect to an early
Under penalties of perjury, | de- or for the award of administrative costgeferral issue generally, a Form 906, Clos-
clare that | have examined this re- under 8§ 7430(c). ing Agreement on Final Determination
guest [or submission], including .12 Taxpayer response to Notification Covering Specific Matters, is prepared.

accompanying documents, and to Form. The taxpayer must respond in writ-See§ 7121 and also Rev. Proc. 68-16,
the best of my knowledge and be- ing to each of the District's proposed ad1968-1 C.B. 770, which describes the
lief, the facts presented are true, justments set forth in the Notificationpreparation of closing agreements. The
correct, and complete. Form. The response must contain an exlosing agreement is used to compute the
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corrected tax as a partial agreement pridrict unagreed, no 30-day letter will be is- (3) the taxpayer’s present method of
to or concurrently with the resolution ofsued. Instead a statutory notice of defiaccounting clearly reflects income under
any other issues in the case. If an earbjiency (“90-day letter”) will be issued. If § 446;

referral issue results in a refund or credi 90-day letter is issued instead of the 30- (4) the method of accounting pro-

requiring a report described in § 6405 thaday letter, the 90-day letter will constituteposed by the IRS clearly reflects income
must be submitted to the Joint Committethe first letter of proposed deficiency forunder § 446;

on Taxation, the report must include gurposes of §§ 6621(c) and 7430(c). (5) the methodology used by the IRS
copy of the proposed closing agreement .18 Appeals consideration after 30- to compute the § 481(a) adjustment is ap-
signed by or for the taxpayer, but notlay letter. If Appeals takes jurisdiction of propriate; or

signed by or on behalf of the Com-he remaining issues in the case following  (6) the methodology used by the IRS
missioner. The Service will not sign thehe issuance of a 30-day letter, all issugs compute the § 481(b) adjustment is ap-
proposed agreement until after review byhcluding all early referral issues thatpropriate.

the Joint Committee. have not yet been settled by Appeals will
.16 Agreement not reached|f early pe considered under established AppeaR=C ION 4. EMPLOYMENT TAX

referral negotiations are unsuccessful angtocedures. The only exception is previEARLY REFERRAL PROCEDURES

an agreement is not reached with respeglisly considered early referral issues de- o1 Background
to an early referral issue: scribed in section 2.16(2) of this revenue (1) In 1996 the Service adopted the
(1) Taxpayers may then request Méyrocedure. These issues will not be resssification settlement program (CSP)
diation for the issue, provided the earlyonsidered. for worker classification cases for a two-
referral issue meets the requirements for 19 \Wwithdrawal from the early refer-  \aar test period. The Service announced
mediation. See Announcement 98-9%4| process.|f the taxpayer withdraws an?/n Notice 98-21 1998-15 | R B. 14. that
1998-46 I.R.B. 34, or any subsequeiarly referral request with respect to ONfye CSp would be extended until further
procedure. If mediation is not requestecyr more of the early referral issues aftehotice. The CSP is an optional settlement
Appeals will close the early referral file Appeals has taken jurisdiction over the isprogrém that allows buzinesses and tax
and return jurisdiction over the issue tq,es, such withdrawal will be treated Ilxaminers to resolve worker classification
the District. Appeals will send a copy Ofine same manner as if no agreement glges as early in the administrative pro-
the Appeals Case Memorandum for theyose early referral issues was reachedaeg e poss)i/ble thereby reducing F:ax_
Issue to the case/ group manager. See section 2.16 of this revenue proc&sayer burden. In the CSP, examiners can
(2) Appeals will not reconsider angyre, The withdrawal request must b&fer a business under audit a worker clas-
unagreed early referral issue if the entirg, . unicated in writing to the AppealSsification settlement using a standard

case is later protested to Appeals, unlegseicer assianed the early referral : :
there has been a substantial change in the g y ' closing agreement developed for this pur-

circumstances regarding the early referr@ECTION 3. INTERNALREVENUE ~ Pose. The CSP procedures also ensure

issue. SERVICE INITIATED CHANGE IN that the taxpayer relief provisions under
.17 Effect of conclusion of examina- ACCOUNTING METHOD EARLY § 530 of the Revenue Act of 1978, as
tion. REFERRAL PROCEDURES amended, are properly applle_:d. When a
(1) If the District concludes its ex- taxpayer does not agree with the CSP

amination of any issues not referred as -01 In general. The IRS published a terms offered by the Service or is not eli-
part of the early referral process, it willProposed revenue procedure, Notice 98gible for a settlement under the CSP, con-
issue a preliminary notice of deficiency31, 1998-22 |.R.B. 10, that outlines prosideration should be given to requesting
(“30 day letter”) with respect to unagreed:edures under 8§ 446(b) for changes in aearly referral to Appeals under these pro-
issues. The letter will include any issue§ounting methods initiated by the IRScedures.

referred under the early referral procegglthough the early referral procedures in (2) Section 530 provides businesses
that are still pending in Appeals at thesection 2 of this revenue procedure genewith relief from federal employment tax
time the examination is concluded. Th&lly apply to all examination issues, secebligations if certain requirements are
issuance of the 30 day letter generally willion 3.02 of this revenue procedure promet. It terminates the business’ employ-
constitute the first letter of proposed defivides accounting method issues that areent tax liability under IRC Subtitle C
ciency which allows the taxpayer an opappropriate for early referral. (Federal Insurance Contributions Act and
portunity for administrative review for .02 Appropriate issues for early re- Federal Unemployment Tax Act taxes,
purposes of the increased underpaymefgrral. Examples of appropriate issues fofederal income tax withholding, and Rail-

rate of interest for large corporations asarly referral include whether : road Retirement Tax Act taxes) and any
provided in § 6621(c), or for the award of (1) the taxpayer’s practice is ainterest or penalties attributable to such Ii-
administrative costs under § 7430(c).  method of accounting; ability for employment taxes (Rev. Proc.

(2) If the only unagreed issues pre-  (2) the IRS is precluded from chang-85-18, 1985-1 C.B. 518). Section 530
sent in the case at the time the examinérg the taxpayer’'s method of accountingloes not affect the employment tax
tion is concluded are issues that were cobvecause, for example, the taxpayer obiability of a worker.
sidered by Appeals under the earlyained audit protection by initiating a vol- (3) Section 530(e)(3) is generally ef-
referral process and returned to the Disintary accounting method change; fective after December 31, 1996 and clar-
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ifies that the determination of whether a .02 In general.The early referral pro- tained in 88 7436(d)(1) and 6213. The
business is entitled to relief under § 530 isedures in section 2 of this revenue procésllowing waiver must be included:
not dependent upon whether the relevadure generally apply to employment tax | understand that by signing this
workers are first determined to be emissues. Sections 4.03 through 4.06 of this agreement, | am waiving the re-
ployees. As a result, IRS examiners wiltevenue procedure specifically apply to  strictions on assessment provided
now consider the taxpayer’s eligibility forthe early referral of employment tax is- in 88 7436(d) and 6213(a) of the
relief under § 530 before initiating anysues. Internal Revenue Code of 1986.
examination of the relationship between a .03 Appropriate issues for early re- A closing agreement generally will be
business and a worker. ferral. Examples of appropriate employ-prepared for issues where a settlement is
(4) Taxpayers that disagree with thenent tax issues for early referral include:complex or affects subsequent years. See
District’'s position regarding the applica- (1) Worker classification issues, in-§ 7121 and also Rev. Proc 68—16, 1968—1
tion of § 530 have the option of immedi-cluding whether a worker is an employe€.B. 770, which describes the preparation
ately requesting early referral of the issuer independent contractor under the conpf closing agreements. Appeals will coor-
from the District to Appeals. In attempt-mon law; whether a worker is a statutoryjinate effects on subsequent years with
ing to resolve the § 530 issue, Appealemployee or statutory non-employee.  the District and District Counsel.
will follow the procedures set forth in this (2) Liability issues, including whether 06 Agreement not reached.
revenue procedure. If the § 530 issue r& 530 applies; whether § 3509 rates are ap- (1) If one or more of the early refer-
mains unresolved, or if it is determinecpropriate; and whether the taxpayer qualiz| employment tax issues are unagreed,
that the taxpayer is not eligible for relieffies for an interest-free adjustment. the case will be returned to the District.
under § 530, the case will be returned to  (3) Other issues, including whetherrhe employment tax dependent upon a
the District for consideration of thecertain payments are excepted from thg 530 or worker classification issue may
worker classification issues. If the tax-definition of “wages” (e.g., a fringe bene-not pe assessed at that time. See
payer and the District are unable to agrefét that would be excludable from the emg 7436(d)(1) and Notice 98-43. Instead,
on the worker classification issues, th@loyee’s gross income under 8 132); anghe District must send the taxpayer, via
taxpayer will be encouraged strongly tavhether certain services are exceptegified or registered mail, a “Notice of
request early referral of the unagreeéftom the definition of “employment.” Determination Concerning Worker Clas-
issue from the District to Appeals. Itis .04 Issuance of employment tax re- gification Under Section 7436.”
not necessary for a taxpayer to requepbprt. If an issue is approved for transfer
early referral when the IRS examiner defrom the District to Appeals, the DistricteaHy referral employment tax issues that
termines that the taxpayer is not entitlegvill prepare an employment tax report fordo not relate to a § 530 or worker classifi-
to relief under § 530. The taxpayer alseach early referral issue approved PUation issue (so that the unagreed issue(s)
may.wa|t until the IRS examiner hasj Qesuqnt to this revenue procedgre, by foll-S not subject to § 7436), a 30-day letter
termined the § 530 and worker classificalowing the procedures in section 2.11 O\Evill not be issued. Rather, the District
tion isgues before requesting early referrahis revenue procedure. The issuance Will process the portion of the case that is
of the issues to Appeals. _ the employment tax report is not treateﬂot dependent upon a § 530 or worker
(5) The Taxpayer Relief Act of 1997,as the first letter of proposed assessme&%\ssification issue for assessment of tax
Pub. L. No. 105-34, 111 Stat. 788, addedf tax for purposes of computing in-due from the taxpayer that relates to that
§ 7436 to the Code, which provides newereased interest under § 6621(c), or foﬁortion of the case onlv. which will start
judicial review rights concerning certainthe award of administrative costs under . . Y.
L the period for the increased underpayment
employment tax determinations. Gener8 7430(c). te for large coroorate underoavments
ally, 8 7436 became effective on August .05 Agreement reachedIf an agree- ra d g P for th P dy f ad
5, 1997 and applies to employment tament is reached with respect to an emincer 8 .6621(C)' or for the award of ad-
: . . . : ministrative costs under § 7430(c).
cases in which the Service has determingdoyment tax early referral issue, a Form
that at least one worker should be reclas2504, Agreement to Assessment and COEBECTION 5. COLLECTION EARLY
fied as an employee and that the taxpaytgction of Additional Tax and AcceptanceREEFERRAL PROCEDURES
is not entitled to relief under § 530. Theof Overassessment — Excise or Employ-
law requires that any employment tax thanent Tax, or a Form 2504 AD, Excise or .01 In general.Early referral to Ap-
depends upon such determinations cannBmployment Tax — Offer of Agreementpeals is also available for collection is-
be assessed unless the taxpayer has béerissessment and Collection of Addisues. Procedures for utilizing the early
given an opportunity to file a petition fortional Tax and Offer of Acceptance offeferral process are described in Publica-
United States Tax Court review of the SerOverassessment, should be labeled “Pdfon 1660, “Collection Appeal Rights.”
vice’s determinations on those two issuesial Agreement” and may be used for facEach taxpayer subject to a lien, levy or
In all cases involving worker classificationtual or non-complex issues that do not afseizure will receive a copy of Publication
and § 530 issues, the District will informfect subsequent years. Notice 98-43660. Early referral of collection issues is
taxpayers about the opportunity to seefgrovides that if a taxpayer settles a § 538 different process than the due process
Tax Court review at the same time as theyr worker classification issue on arprocedures described in § 6320 for liens
are informed of their appeal rights. Seagreed basis, the taxpayer must formallgnd § 6330 for levies. Specifically, denial
Notice 98-43, 1998-33 I.R.B. 13. waive the restrictions on assessment copf relief pursuant to the early referral pro-

(2) With respect to any unagreed
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cedures will not be reviewable in the Tax (1) procedural issues relating to matSECTION 7. NO USER FEE

Court or in a U.S. District Court. In addi-ters that may be eligible for Administra- ,

tion, the early referral procedures apply tave Policy Regarding Self-Correction, or, 1 1ere iS no user fee for an early re-
a broader range of collection issues thasubmitted under VCR, Walk-in CAP, o€l request.

the due process procedures. the Audit Closing Agreement ProgramSgcTION 8. EFFECT ON OTHER
.02 Appropriate issues for early re- gee Rev. Proc. 98-22, 1998-12 |.R.B. L5O0CUMENTS

ferral. Appropriate collection issues for gy, jis SUCCESSOIS:

early referral include proposed: (2) issues relating to excise taxes in  Rev. Proc. 96-9 is superseded.
(1) notices of federal tax liens; § 4975: or
(2) levies; '
(3) seizures; and
(4) denials or terminations of install-

ment agreements.

. . ... SECTION 9. EFFECTIVE DATE
(3) issues concerning plan qualifica-

tion if such issues are not covered by pub- This revenue procedure is effective for
lished precedent or are issues for whiclequests for early referral filed after July
there may be nonuniformity between of419, 1999, the date this revenue procedure

SECTION 6. EMPLOYEE fices. is published in the Internal Revenue Bul-
PLANS/EXEMPT ORGANIZATIONS .03 Exempt Organizations issues ex- letin.
(EP/EO) EARLY REFERRAL cluded from early referral. Early refer-
PROCEDURES ral does not apply to: DRAFTING INFORMATION

01 In general.The early referral pro- . (1) issues subject to § 7428, includ- The principal authors of this revenue
cedures in section 2 of this revenue procjr-]g issues related to exemption or privatgrocedure are Thomas Carter Louthan, Di-
dure generally apply to EP/EO issue oundation status; rector, Office of Alternative Dispute Reso-

Thus, for example, only issues under _(2) issues arisipg ir} Church tax inJution and Customer Service Programs,
audit are eligible for early referral.du!les and examinations subject tand Sandy Cohen from the Office of Alter-
EP/EO issues excluded from the early red 7611; native Dispute Resolution and Customer
ferral process are identified in sections  (3) issues relating to excise taxes iservice Programs, National Office Ap-
6.02 and 6.03 of this revenue procedure.8 507 and Chapters 41 and 42 of thpeals. For further information regarding

.02 Employee Plans issues excludedIRC; or this revenue procedure, please contact Mr.
from early referral. Early referral does (4) issues relating to the revocatiorLouthan at (202) 694-1842, or Mr. Cohen
not apply to: of exempt status. at (202) 694-1818 (not toll-free numbers).
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Part IV. Items of General Interest

Notice of Proposed Rulemaking Internal Revenue Code (Code). Sectio8ecretary; (2) the taxpayer has entered
_ _ 501(a) of the Taxpayer Bill of Rights 2into an agreement under section 6159 to
Withdrawal of Notice of Federal (TBOR2), Public Law 104168, 110 Statsatisfy the liability for which the lien was

Tax Lien in Certain 1452 (1996), amended section 6323 to aimposed by means of installment pay-

Circumstances thorize the Secretary to withdraw a noticenents, unless the agreement by its terms
of federal tax lien in certain limited cir- provides that the notice will not be with-

REG-101519-97 cumstances. Section 501(a) also requiresawn; (3) the withdrawal of notice will

the Secretary to notify credit reportingfacilitate collection of the tax liability for

agencies, financial institutions and crediwhich the lien was imposed; or (4) the
tors of the withdrawal upon the written re-withdrawal of notice would be in the best
quest of the taxpayer. These proposddterest of the taxpayer, as determined by
regulations reflect the amendments madée National Taxpayer Advocate, and in

AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Notice of proposed rulemak-
ing.

by Section 501(a) of TBOR2. the best interest of the United States, as
SUMMARY: This document contains . . determined by the director.
. . .~ Explanation of Provisions : .
proposed regulations relating to the with- P The fourth ground for withdrawal (i.e.,

drawal of notices of federal tax liens in Section 501(a) of TBOR2 amendedVithdrawal based on the best interests of
certain circumstances. The proposed regection 6323 of the Code by authorizinghe parties) requires that the withdrawal
ulations reflect changes made to sectiohe Secretary to withdraw a notice of fedP€ in the best interests of both the United
6323 of the Internal Revenue Code oéral tax lien under certain conditions andtates and the taxpayer. Therefore, two
1986 by the Taxpayer Bill of Rights 2.providing that upon written request of thedistinct determinations must be made be-
The proposed regulations affect all taxtaxpayer the Secretary will notify anyfore a director may withdraw a notice of
payers seeking withdrawals of notices ofredit reporting agency and any financialederal tax lien based on the best interests
federal tax liens. institution or creditor identified by the Of the parties. Under the proposed regula-
taxpayer. These proposed regulations inilons the director alone will determine
DATES: Written comments and requestplement section 501(a). whether the withdrawal of a notice of fed-

for a public hearing must be received by The proposed regulations provide that gral tax lien is in the United States’ best
September 27, 1999. district director, the director of a servicenterest. The National Taxpayer Advocate

o center or the Assistant Commissioner (Ingenerally will determine whether the
ADDRESSES: Send submissions 10¢ernational)(the relevant person being rewithdrawal of a notice is in the taxpayer’s

CC:DOM:CORP:R (REG-101519-97) ferred to as “the director”) may withdrawbest interest; however, if a taxpayer re-
room 5228, Internal Revenue Servicey notice of federal tax lien if the directorquests the director to withdraw a notice
POB 7604, Ben Franklin Station, Washgjetermines that one of the conditions en@nd has not requested the National Tax-
ington, DC 20044. Submissions may beyerated in paragraph (b) of the regulaPayer Advocate to determine the tax-
hand delivered to: CC:DOM:CORP:Rtjons exists. The notice of federal tax liefpayer’s best interest, a finding by the di-
(REG-101519-97), room 5228, Internajs withdrawn by filing a notice of with- rector that the withdrawal is in the
Revenue Service, 1111 Constitution Avgrawal in the office in which the notice oftaxpayer’s, as well as the United States’,
enue NW, Washington, DC. Alterna-federal tax lien is filed and providing thebest interest will be sufficient to support
tively, taxpayers may submit commentgaxpayer with a copy of the notice. Folthe withdrawal of notice. The director is
electronically via the Internet by selectindowing the withdrawal of a notice of fed-not authorized to determine that the with-
the “Tax Regs” option on the IRS Homeeral tax lien, chapter 64 of subtitle F, redrawal of a notice is not in the taxpayer’s
Page, or by submitting comments directlyating to collection, is applied as if thebest interest. Only the National Taxpayer
to the IRS Internet site at http://www.|RS had never filed a notice of federal taAdvocate is authorized to make that de-
irs.ustreas.gov/prod/tax_regslist.html.  |ien. The withdrawal of a notice of fed-termination.
eral tax lien does not affect the underlying The proposed regulations provide that a
FOR FURTHER INFORMATION CON- tay Jien, The withdrawal simply relin- person may request the withdrawal of a
TACT: Kevin B. Connelly, (202) 622- gyishes any lien priority the IRS had obnotice of federal tax lien by writing to the
3640 (not a toll-free number). tained under section 6323 of the Coddirector (marked for the attention of the
when the IRS filed the notice being with-Chief, Special Procedures Function) of
drawn. the district in which the notice is filed. A
The proposed regulations provide thawritten request for withdrawal must in-
the director has the authority to withdrawclude: (1) the name, current address, and
This document contains proposed notice of federal tax lien if one of thetaxpayer identification number of the per-
amendments to the Procedure and Admiffiellowing conditions exists: (1) the filing son requesting withdrawal of the notice of
istration Regulations (26 CFR part 301pf the notice of federal tax lien was prefederal tax lien; (2) a copy of the notice of
relating to the withdrawal of notices ofmature or otherwise not in accordancéderal tax lien affecting the property, if
federal tax liens under section 6323 of theith the administrative procedures of thavailable; (3) the grounds upon which the

SUPPLEMENTARY INFORMATION:

Background
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withdrawal of notice of federal tax lien ismation in the regulation is exempt pur- Par. 2. Section 301.6323(j)-1 is added
being requested; (4) a list of the namesuant to 5 U.S.C. 601(7)(B), the Regulato read as follows:

and addresses of any credit reportintpry Flexibility Act (5 U.S.C. chapter 6) ) _ )
agency and any financial institution ordoes not apply. Pursuant to sectiof301-6323()-1 Withdrawal of notice of
creditor that the taxpayer wishes the diZ805(f) of the Internal Revenue Codef€deral tax lienin certain circumstances.
rgctor to notify of _the withdrawal of no- this n(_)tice of propos_ed rulemaking will be (a) In general. A district director, the
tice of feQeraI tax.hen; a”O_' (5 a request teubmitted to the Chief C_:ounsel for_ AdVO'Assistant Commissioner (International),
disclose information relating to the with-cacy of the Small Business Administra-

o : o or the director of a service center (collec-
drawal to the persons or entities listed. tion for comment on its impact on smaIL[ively the director) may withdraw a notice

The director must gonsider each t.axbusinesses. of federal tax lien filed under this section,
payer's requegt for W|thdrawgl of nouceCOmmemS and Requests for a Public if the director determines that any of the
of federal tax I|er_1 _and determ!n_e Whe_the'r_|earing conditions in paragraph (b) of this section
any of the conditions authorizing with- exist. A notice of federal tax lien is with-

drawal exists and whether to issue a with- Before these proposed regu|ations algrawn by the director f|||ng a notice of
drawal. The director also may issue a nexdopted as final regulations, consideragithdrawal in the office in which the no-
tice of withdrawal based on informationtion will be given to any written com- tice of federal tax lien is filed. If a notice
received from a source other than the taxnents that are submitted timely (preferof withdrawal is filed, chapter 64 of subti-
payer. . ably a signed original and eight (8) copiesje F, relating to collection, will be applied
If the director grants a withdrawal ofto the IRS. Alternatively, taxpayers mayas if the withdrawn notice had never been
notice of federal tax lien, the taxpayesubmit comments electronically via thejled. A copy of the notice of withdrawal
may supplement the list of credit reportinternet by selecting the “Tax Regs” opwill be provided to the taxpayer. Upon
ing agencies and financial institutions otion on the IRS Home Page, or by submityitten request by a taxpayer with respect
creditors provided with the request foting comments directly to the IRS Internetg \whom a notice of federal tax lien has
withdrawal. If no list was submitted withsite at http:// www.irs.ustreas.gov/prodpeen or will be withdrawn, the director
the request to withdraw, a list may be sultax_regslist.html. All comments will be ;) promptly make reasonable efforts to
mitted after the notice is withdrawn. Are-available for public inspection and COPYTotify any credit reporting agency and
guest to supplement the list must be seiig. The IRS and Treasury Departmen&ny financial institution or creditor identi-
in writing to the director (marked for thespecifically request comments on the clafqq by the taxpayer of the withdrawal of
attention of the Chief, Special Proceduresy of the proposed rule and how it may b ,ch notice. The withdrawal of a notice
Function) of the district in which the no-made easier to understand. A public heags faderal tax lien will not affect the un-
tice of federal tax lien is filed. The re-ing may be scheduled if requested in Writderlying federal tax lien.
guest must contain: (1) the name, curreiiig by a person that timely submits writ- (b) Conditions authorizing withdrawal.
address, and taxpayer identification nunten comments. If a public hearing isyp.” director may authorize the with-
ber of the person requesting the notificascheduled, notice of the date, time, ang,,\val of a notice of federal tax lien upon
tion; (2) a copy of the notice of with-place for the hearing will be published indetermining that one of the following
drawal; (3) the names and addresses tife Federal Register. conditions exists:

the persons or entities the taxpayer wishes __ . . (1) Premature or not in accordance
the IRS to contact; and (4) a request t rafting Information with administrative proceduresThe fil-
disclose the withdrawal to the persons or The principal author of these regulaing of the notice of federal tax lien was
entities listed. tions is Kevin B. Connelly, Office of As- premature or otherwise not in accordance
The regulations as proposed will be €fsistant Chief Counsel (General Litigation)yith the administrative procedures of the
fective when the final regulations are pubeC:EL:GL, IRS. However, other person-Secretary.
lished in theFederal Registerwith re- nel from the IRS and Treasury Depart- (2) Installment agreementThe tax-
spect to withdrawals of any notice ofment participated in their development. payer has entered into an agreement undel

federal tax lien occurring after such date ok w ox x section 6159 to satisfy the liability for
regardless of when the notice was filed. which the lien was imposed by means of
Special Analyses Proposed Amendments to the Regulatiorigstallment payments. If, however, the

_ agreement specifically provides that a no-
It has been determined that this notice Accordingly, the IRS proposes totice of federal tax lien will not be with-

of proposed rulemaking is not a signifi-@mend 26 CFR part 301 as follows: drawn, the director may not grant a re-
cant regulatory action as defined in EQ’ART 301—PROCEDURE AND quest for withdrawal of that notice of
12866. Therefore, a regulatory aSSeSXPHMINISTRATION federal tax lien under this paragraph
ment is not required. It also has been de- (b)(2).

termined that section 553(b) of the Ad- Paragraph 1. The authority citation for (3) Facilitate collection. The with-
ministrative Procedure Act (5 U.S.C.part 301 continues to read in part as fodrawal of the notice of federal tax lien
chapter 5) does not apply to these reguléows: will facilitate the collection of the tax lia-
tions, and because the collection of infor- Authority: 26 U.S.C. 7805 * * * bility for which the lien was imposed.
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(4) Best interests of the United State# the best interest of the United States becausepiayer wishes the director to notify of the
and the taxpaye+(i) In general. The tax- W:;'idn:r’g;':dAS‘;’leiecViﬁ;e ;‘:;gtlz’r/‘\agfﬁlcctgaﬁi%vithdrawal of notice of federal tax lien;
payer or the National -I_-aXpayer Advocatgmount of his installment payments as well as re- d . .
has consented to the withdrawal of the NQgce the amount of time needed to satisfy the liabil- (V) A request to disclose the withdrawal
tice of federal tax lien, and withdrawal ofity. A, who has no other assets or secured creditof@f notice of federal tax lien to the persons
the notice would be in the best interest dfas agreed to modify his installment agreement. listed in paragraph (d)(2)(iv) of this sec-
the taxpayer, as determined by the Nd_he National Taxpayer Advocate (or the directqr iion.
tional Taxpayer Advocate, and the Uniteééf:t ?;;hv‘velt':j:g’x;' ;"’m";‘éeg eAS(:‘i’r?tCearLes)tsztﬁ:g'?es_ (e) Supplemental list of credit agencies,
States, as determined by the director. . er the director may withdraw the notice of tegfinancial institutions, and creditors(1)

(i) Best interest of the taxpayeilhe eral tax lien because withdrawal is in the best intetn general. If the director grants a with-
National Taxpayer Advocate generallyest of the taxpayer and the United Statesdrawal of notice of federal tax lien, the
will determine whether the withdrawal ofAlteratively, the director may withdraw the noticetaxpayer may supplement the list in para-
a notice of federal tax lien is in the begff ederal taxlien to facilitate collection. graph (d)(2)(iv) of this section. If no list
interest of the taxpayer. If, however, a (c) Determinations by the directoThe Was provided in the request to withdraw
taxpayer requests the director to withdrawirector must determine whether any ofhe notice of federal tax lien, the list in
a notice and has not specifically requestefle conditions authorizing the withdrawaParagraph (d)(2)(iv) of this section and
the National Taxpayer Advocate to deterys 5 nhotice of federal tax lien exist if a taxtN€ request for notification in paragraph
mine the taxpayer’s best interest, a ﬁn‘?jayer submits a request for withdrawal ikd)(2)(v) of this section may be submitted
ing by the director that the withdrawal of;:ordance with paragraph (d) of this sedfter the notice is withdrawn
notice is in the best interest of the taXgon. The director also may make this de- (2) Manner. A request to supplement
payer will be sufficient to support with- 1o rmination based on information received® list of any credit agencies and any fi-
drawal. from a source other than the taxpayer. pancial institutions or creditors that the

(5) Examples.The following examples e director determines that conditions ad@xPayer wishes the director to notify of
illustrate the provisions of this paragrapqhorizing the withdrawal are not presentthe withdrawal of notice of federal tax

(b): the director may not authorize the with-nen must be sent in writing to the director

Example 1A is an employee of X Corporation, drawal. If the director determines congi{marked for the attention of the Chief,

A notice of federal tax lien has been filed to securéions for withdrawal are present, the dil’eC-S_pe(_:lal P_rocedures_ Function) of the _dIS-
an outstanding tax liability against A. A, who has nqor may (but is not required to) authorizé/ct In which the notice of federal tax lien
assets and no other secured creditors, has agreeqj@ \vithdrawal. If the basis for the with-'S filed.

pay the balance of tax due through payroll deducqrawaI is the best interests of the taxpayer 3) Form. The re;quest must include the
- llowing information and documents—

tions at a rate higher than the Internal Revenue Se d the Int IR S . th ta>f<°
i i i n e Internal Revenue service, the =

vice could obtain through a wage levy in order to ge® (i) Name, current address, and taxpayer

identification number of the taxpayer re-

the notice of federal tax lien withdrawn. X Corporafayer or the National Taxpayer Advocate
tion has agreed to allow A to enter into a payroll demust consent to the withdrawal. h = g -
duction agreement. In this situation, the director (d) Procedures for request for with-auesting the notification of any credit
ithd th ti f federal tax lien to facili- i i i i i
mayWI” raw the notice of federal tax lien to facili drawal—(1) Manner. A request for the agency or any flinanmal |nst|tut!on or
tate collection. ithd | of ice of federal liencreditor of the withdrawal of notice of
Example 2. A owes $1,000 in federal income Withdrawal ot a notice ot tederal tax lien

taxes. A enters into an agreement to pay the outfiust be made in writing to the directOIIQd?raI tax lien; ) )
standing federal income tax liability in installments.(marked for the attention of the Chief, (ii) A copy of the notice of withdrawal,

The agreement provides that a notice of federal taSpeciaI Procedures Function) of the digt available;
lien may be filed if the taxpayer defaults. Atimergict in which the notice of federal tax lien (iii) A supplemental list, identified as

pays the installments each month and has not d such, of the names and addresses of any

faulted in any way. Eleven months after enterindS filed. ; ; ) ;
: o redit reportin n nd any financial
into the installment agreement, the Internal Revenue (2) Form. The written request will in- ¢ ed_t €po ting agency a d any financia
institution or creditor that the taxpayer

Service files a notice of federal tax lien. Noting thatJude the following information and doc- " . 3 -

there has been no default, the taxpayer asks the W)ments— WIShESI t?e d_lreCtC;l’f tg noflfy 0|f' the Wgh-

ternal Revenue Service to withdraw the notice of . awal of notice of federal tax lien; an

federal tax lien. In this situation, the director may, (0) Name’ current address, and ta)(payg'r(i\/) A request to disclose the with-

withdraw the notice of federal tax lien because thédentification number of the person re- - ;
. . ; . . drawal of notice of federal tax lien to the

taxpayer has entered into an installment agreemegtiesting the withdrawal of notice of fed- listed i h 3)(iii) of

that does not prohibit the withdrawal of the notice. eral tax lien; fhersonst_ isted in paragraph (e)(3)(ii)) o

d Elxanr:'ple 3'A|Stth§ man Ot'f . fa:‘r?dmaclhtmerly (i) A copy of the notice of federal tax I(Sf)sE(f:ftla?:rt]i.\/e date.This section applies

r n man r - , . .
calersnip against whom & notice of ‘ederal \ax 1oy ‘efecting the taxpayer’s property, if : PP
has been filed to secure an outstanding tax liability. on or after the date final regulations are

i i iabili install- available; : . f :
A currently is paying the t.a>$ I|ab|||ty.by an install ) . published in the Federal Register with re-
ment agreement that prohibits the withdrawal of the (iil) The grounds upon which the with- . .
spect to a withdrawal of any notice of fed-

notice of federal tax lien. X Corporation has agreedirawal of notice of federal tax lien is ¢
to provide A with 100 tractors to increase A's inven-being requested; eral tax lien.

tory if the notice of federal tax lien is withdrawn. A . . .
aslfs the Internal Revenue Service to withdraw the (iv) Alist of the names and addresses of Michael P. Dolan,

notice of federal tax lien. The director determine@NY (_:re_dit _rep_orting age_ncy and any fi- Deputy Commissioner of
that the withdrawal of the notice of federal tax lien inancial institution or creditor that the tax- Internal Revenue.
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(Filed by the Office of the Federal Register on Jungnitting comments directly to the IRS In-cacy of the Small Business Administra-
29, 1999, 8:45 a.m., and published in the issue of thgrnet sjte at http://www.irs.ustreas.govtion for comment on its impact on small
Federal Register for July 1, 1999, 64 F.R. 35102) tax_regs/reglist.html. The public hearingpusiness.

will be held in the room 2615, Internal

. ) Revenue Building1111 Constitution Av- Comments and Public Hearing
Notice of Proposed Rulemaking . a Nnw. Washington, DC.

and Notice of Public Hearing Before these proposed regulations are

FOR FURTHER INFORMATION CON- adopted as final regulations, considera-
TACT: Concerning the regulations, Tim-tion will be given to any written or elec-

Qualified Zone Academy Bonds;

Obligations of States and othy L. Jones at 202-622-3980; concerrfONic comments (a signed original and
Political Subdivisions ing submissions of comments, the hearin ight (8) copies, if written) that are sub-
REG-105327-99 and/or to be placed on the building acce itted timely to the IRS. The IRS and
list to attend the hearing, Michael Slaugh]—reisuri’ ;fec;flglally requezt comlmtgnts
AGENCY: Internal Revenue Serviceter at 202-622-7190 (not toll-free num-O" "€ ciartty of € proposed reguiations
(IRS), Treasury. bers). and how the regulations may be made

easier to understand. All comments will
ACTION: Notice of proposed rulemaking SUPPLEMENTARY INFORMATION: be available for public inspection and

by cross-reference to temporary regulas - copying. _
tions and notice of public hearing. 9 A public hearing has been scheduled for

o Section 226(a) of the Taxpayer Relie*\lovember 9, 1999, beginning at 10 a.m.
SUMMARY: The IRS is issuing tempo- act of 1997, Public Law 105-34, 111" f00M 2615 of the Internal Revenue
rary regulations providing guidance togtat 788 (1997) amended the Interndulding, 1111 Constitution Avenue, NW,
holders and issuers of qualified zon&eyenue Code by redesignating sectioy@shington, DC. Due to building security
academy bonds. These proposed regulpzg7g as 1397F and adding a new sectidiocedures, visitors must enter at the 10th
tions would change the method of ascef3g7E  Section 1397E authorizes a nemtr€€t entrance, located between Constitu-
taining the qualified zone academy bon%/pe of debt instrument known as a qua”t_ion and Pennsylvania Avenues, NW. In
credit rate and would provide reimbursefieq zone academy bond. Temporar ddition, all visitors must present photo
ment rules. State and local governmeny,gegumionS (T.D. 8755, 1998-10 | R gldentification to enter the building. Be-
that issue qualified zone academy bond§1) interpreting section 1397E were pubSause of access restrictions, visitors will
would be affected by these proposed reggned on January 7, 1998, 63 F.R. 671, Aot be admitted beyond the immediate en-
ulations. The text of the temporary regugq 1397E-1T. trance area more than 15 minutes before
lations, T.D. 8826 on page 107, also Temporary regulations amendingthe hearing starts. For information about
serves as the text of these proposed régYT 1397E-1T are published in T.D. ggodiaving your name placed on the building
lations. This document also provides g page 107. Section 1.1397E— 1T i§ccess list to attend the hearing, see the
notice of public hearing on these proymended by revising paragraphs (b) an@rOR FURTHER INFORMATION CON-
posed regl-”ations' (J)’ redesignating paragraph (h) as para-[ACT" section of this preamble.
§raph (i) and adding new paragraph (h). The rules of 26 CFR 601.601(a)(3)

" ed b o he text of the temporary regulations als@PPly to the hearing. Persons who wish to
must be received by September 28, 1999, " < ihe text of these proposed regRfesent oral comments at the hearing must

Outlines of topics to be discussed at thg, o “x, explanation of the regulationgubmit written comments by September

public hearing scheduled for November 9 . 8 1999 and submit an outline of the
1999, at 10 a.m. must be received by odnay be found in the preamble of the tem?8, '

DATES: Written and electronic comment:

porary regulations. topics to be discussed and the time to be
tober 19, 1999. _ devoted to each topic (signed original and
Special Analyses eight (8) copies) by October 19, 1999. A

ADDRESSES: Send Submissions to: . : .
CC:DOM:CORP:R (REG-105327-99), It has been determined that this noticB1°d Of 10 minutes will be allotted to

room 5226, Internal Revenue Servicegf proposed rulemaking is not a signifi-eaCh person fpr making Com”.‘e”ts- An
POB 7604, Ben Franklin Station, Washeant regulatory action as defined in EC?genda shgwmg the scheduling of the
ington, DC 20044. Submissions may b&2866. It has also been determined th peakers W'”.b.e prepa_red after the dead-
hand delivered Monday through Fridaysection 553(b) of the Administrative Pro- "€ .for receiving outlme§ has pa;sed.
between the hours of 8 a.m. and 5 p.m. toedure Act (5 U.S.C. chapter 5) does n opies of the agenda W'” be available

CC:DOM:CORP:R (REG-105327-99),apply. The Regulatory Flexibility Act (5 €€ Of charge at the hearing.

Courier’s Desk, Internal Revenue SerU.S.C. chapter 6) does not apply beca“%?rafting Information

vice, 1111 Constitution Avenue NW,these regulations do not impose a collec-

Washington, DC. Alternatively, taxpayerdion of information on small entities. Pur- The principal author of these regula-

may submit comments electronically viasuant to section 7805(f) of the Code, thifons is Timothy L. Jones, Office of Assis-

the Internet by selecting the “Tax Regshotice of proposed rulemaking will betant Chief Counsel (Financial Institutions

option on the IRS Home Page, or by subsubmitted to the Chief Counsel for Advo-& Products). However, other personnel
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from IRS and the Treasury Departmenorganizations that are not private foundacommunity Housing Foundation,
participated in their development. tions described in section 509(a) of the Penryn, CA
Code) are now classified as private founcovenant Life Ministries, Virginia Beach,
dations: VA
Proposed Amendments to the Regulatior?éGO Degree Exchange Inc., Washington, Cresthill Police Associatiqn, Joliet, IL
DC Crosslake Club Inc., Covington, LA
Accordingly, 26 CFR part 1 is pro- Adult and Children Transitional Shelter, Crossroads Career Services, Inc., Atlanta,

* x *x * %

posed to be amended as follows: Denver, CO GA
African American Cultural Education D A R E Davenport Inc., Bettendorf, IA
PART 1—INCOME TAXES Foundation Inc., Washington, DC Double Trouble in Recovery Inc.,
Paragraph 1. The authority citation foAide in Community Development Brooklyn, NY
part 1 continues to read in part as follows: Incorporated, Hamburg, AR Drake School Parent Teacher
Authority 26 U.S.C. 7805 * * * Alexander Band Boosters, Albany, OH Organization, Sugar Land, TX
Par. 2. Section 1.1397E-1 as proposedl Children Count Inc., Los Angeles,  Dunkirk-Fredonia Lions Club Barker
to be added at 63 F.R .708 is amended by: CA Russell C. MRL Scholarship Fund,
1. Revising paragraphs (b) and (j);  Alliance for Lending Assistance to Dunkirk, NY
2. Redesignating paragraph (h) as para- Students, Victoria, TX Eden Center, Chester, SC
graph (i); American Association for Medical-Legal Equestrian Therapy Center Inc.,
3. Adding new paragraph (h). Education, North Charleston, SC Wolfforth, TX
The revisions and addition read as folAnimals Protected in Entertainment, Ernies Museum of Black Arkansans Hall
lows: Stockton, CA of Fame and Music Theater, Little
Art for Kids Sake, Gladstone, OR Rock, AR
§1.1397E-1 Qualified zone academy At St. Ballet Society, Galveston, TX  Eyestone Elementary School Parent
bonds. Associate Benevolent Committee, Teacher Organization, Wellington, CO
Menomonie, WI Families on the Edge, Riverdale, MD
(hngr? dte(>j<)t Iosf fr:gpngnde pssra?hr:ﬁzsxt(%ssociation f_or the Support of Flor?da Jr. Chamber of Commerce
§1.1397E—1T(b), (h), and (j) published in Intercollegiate Speech Teams, Disaster Relief Foundation, Lakeland,
T.D. 8826.] Cheverly, MD FL
Atlantic Indoor Association, Powhatan, For the Defense Ltd., Chicago, IL
Robert E. Wenzel, VA Fort Worth Teen Center Inc., Fort Worth,
Deputy Commissioner of Back Pain Society Inc., Woburn, MA TX
Internal Revenue. Baldwin Youth Work Institute, Inc., Friends of City Hall, New Orleans, LA
(Filed by the Office of the Federal Register on Jun New York, NY . Friends of the Hen_derson County Library
30, 1999, 8:45 a.m., and published in the issue of tr%allet Eddy Toussaint USA Inc., West, Seven Points, TX _
Federal Register for July 1, 1999, 64 F.R. 35579) ~ Sarasota, FL Fund for the Advancement of Social
Bemidji Centennial Committee, Bemidji, = Work Practice in New York City,
MN New York, NY
Foundations Status of Certain Berdan Support Fund, Mendenhall, PA  General Care, Inc., Baton Rouge, LA
Organizations Bridgewater Creative Playground Inc., George Jenkins High School Band
Bridgewater, NJ Boosters Inc., Lakeland, FL
Announcement 99-70 Broomstones Curling Foundation, Good News Ministries, Newport News,
The following organizations have Framingham, MA - o VA o
failed to establish or have been unable tg€lebrate Life City Wide Virginia Beach, Good Sports Inc., Miami, FL
maintain their status as public charities or Virginia Beach, VA Haparnes Inc., Brooklyn, NY
as operating foundations. AccordinglyCenter for African Development Hattie Larlham League of Hudson,
grantors and contributors may not, after International Inc., Richmond Hill, NY Hudson, OH
this date, rely on previous rulings or desCenter for Counseling Training and Healthspeak Inc., Durham, NC
ignations in the Cumulative List of Orga- Development Inc., Tampa, FL Heart of Gold Foundation Inc., Storm

nizations (Publication 78), or on the preCenter for the Applied Study of Prejudice Lake, 1A
sumption arising from the filing of notices & Ethnoviolence, Inc., Baltimore, MD Hickman County Band Boosters,
under section 508(b) of the Code. Thi§hild Health Institute Foundation, Inc., Centerville, TN

listing doesnotindicate that the organiza- Shawnee Mission, KS Honduran Waves From the Americas
tions have lost their status as organizg=hippewa Valley Concert Band Inc., Hola Corporation, Silver Spring, MD
tions described in section 501(c)(3), eligi- Eau Claire, Wi International Society for Consciousness
ble to receive deductible contributions. Church Partners Inc., Dallas, TX and the Arts, New York, NY

Former Public CharitiesThe following Coker Green Productions, Lubbock, TX Jesus Christ King of Kings—Global
organizations (which have been treated &ommunity Help Fund, Redmond, OR Ministries Inc., Houston, TX

July 19, 1999 118 1999-29 |.R.B.



Junior Shooting Sports USA Inc., Parents Supporting Parents of Maryland Turner Chapel Community Development,

Spotsylvania, VA Inc., Kensington, MD Inc., Raleigh, MS

Juvenile Educational Travel, Inc., Peach County Partnership Coalition, T W Hellman Educational Foundation,
Kernersville, NC Fort Valley, GA Kirkwood, MD

Kansas Academy of Theatrical Arts Inc., Perry Community Development Inc., U S Registry of Alcohol Victims &
Kansas City, KS Perry, IA Survivors, Washington, DC

Kenny Neighborhood Association, Philadelphia Health Care Trust, UDT Seal Memorial Park, Virginia
Minneapolis, MN Philadelphia, PA Beach, VA

Kent Bramlett Foundation Inc., Point Men of Fort Worth, Arlington, TX  ohig Education Fund, Columbus, OH
Nashville, TN Powerhouse Productions Inc., Chicago,

o Ultimate Housing Co-Partnership, West
Laredo Independent School District IL Valley City, UT

Educational Foundation, Laredo, TX Power in One Foundation, Drums, PA

. ) . . Under Two Flags, Gettysburg, PA
The Leadership Trust, Greensboro, NC Public Integrity Research Corporation, g ¥ g

Union County Genealogical Society,

Learning Institute for Employability, Gilbert, AZ
. . Creston, IA
Elmhurst, NY Public Interest Science Conference, Union Lancers Youth Soccer Association
Life Bridges Inc., Libertyville,IL Eugene, OR Glen Ridae. NJ '
Life Outreach Urban Development Pulaski County Youth Emergency Shelter = en ¢ ! r?e , |
Corporation, Baltimore, MD Inc., Pulaski, VA Union of Christians Inc., Tulsa, OK

Maranatha 2 Ministries, Inc., Lakewood, Red Sea International Heritage, Inc., ~ UNité El Paso, El Paso, TX

NJ New York, NY Unit.ed Campus Ministry of Pittsburgh,
Massid Al-Mubeen, Inc., Glassboro, NJ Resident Assistance Corporation, Pittsburgh, PA .
Meals on Wheels of Quince Orchard Inc., St. Louis, MO United Caring and Sharing, Goshen, OH

Gaithersburg, MD Sandia Softball Booster Club, United Catholic Development Inc.,
Meherrin River Arts Council Inc., Albuquerque, NM Overland Park, KS

Emporia, VA Sartell Arena Association, Sartell, MN  United Chambers Scholarship
Metropolitan Housing Development Sea Rescue Group Inc., Miami, FL Foundation Inc., Sanford, FL

Corporation, Kansas City, MO Self Educational Art Institute Inc., United Children Services, Houston, TX
Midatlantic Credit Counseling Services Menomonee Falls, WI United Childrens Protection Coalition

Inc., Dover, DE Seminole Warhawk Band Aides Boosters Inc., Holiday, FL
National Book Exchange, Pawtucket, Inc., Seminole, FL United Christian Ministries Inc., Port

RI Seneca Boosters Club, Louisville, KY Orange, FL
National Museum of Coal Mining Inc.,  Shelter the Children, Ft. Worth, TX United Endeavors Inc., New York, NY

Golf, IL Society for Jewish Music, Skokie, IL United Housing Contractors Association,
National Parent Alliance Inc., Jamaica, South Central Oklahoma Christian New Orleans, LA

NY _ Broadcasting, Inc., Ada, OK United Latins of America, Orange, NJ
Network Al_ken, Aiken, _SC Special Defenders, Inc., Orlando, FL United Security Institution Academy,
New American Revolution, New York, Spee_lyay Inc., Chesterton, IN Columbus, OH

NY Starting Over of New York Inc., United Senior Citizens Association of
North Metro Arts Roundtable Inc., New York, NY . Texas Inc.. Houston, TX

Atlanta, G_A Stephens County Veterans Council United Soccer of Adamsville Club Inc..
Northeast Fine Arts Boosters, Goose Incorporated, Duncan, OK Adamsville. AL

Lake, 1A Tal Psycho-Social Research Center Inc., o .

If an organization listed above submits

Northwood Youth Futures Inc., Eagle New York, NY . .

River, Wi Teens Reaching Out, Detroit, Ml !nformat.lo.n that warrants. the rgnewal of
Oelwein Friends of Education Tennessee Education Support Systems its classification as a public charity or as a

Millington, TN " private operating foundation, the Internal

Foundation, Oelwein, IA ) e -
Revenue Service will issue a ruling or de-

Oklahoma Judo Development Institute, The American Sports Academy Inc.,

Norman. OK Oxon Hill. MD termination letter with the revised classi-
Omnificent Ink Productions, Inc., Through Education and Art Comes Hopefication as to foundation status. Grantors

New York, NY Chicago, IL and contributors may thereafter rely upon
Opera Northeast of New England Inc., Town of Tonawanda Lightning Hockey such ruling or determination letter as pro-

Gardner, MA Association, Buffalo, NY vided in section 1.509(a)-7 of the Income
Organplan Foundation Inc., New York, Tri-Cities Kids at Play Inc., Grand Tax Regulations. It is not the practice of

NY Haven, Ml the Service to announce such revised clas-
Padrinos In Education, Irving, TX Tri-State Ecumenical Counsel, sification of foundation status in the Inter-
Paragon Foundation, Austin, TX Morrisville, PA nal Revenue Bulletin.
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Definition of Terms

Revenue rulings and revenue procedurgdies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) modified because it corrects a publishedubstance of a prior ruling, a combination
that have an effect on previous rulingposition. (Compare witlamplifiedand of terms is used. For exampleodified
use the following defined terms to deelarified, above). and supersedediescribes a situation
scribe the effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered deterlished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because afiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the sulmodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thavhich a list, such as a list of the names of
Clarified is used in those instancegosition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in ghe new ruling does nothing more tharseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflshed that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undel prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usedill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singleaction such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but nothat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

1 1 E.O—Executive Order. PHC—Personal Holding Company.
Abbreviations ER—Employer. PO—Possession of the U.S.
ThelfoIIow(ijng‘ﬁlbbreviati_ons in C,“rlremblL_’Sﬁ zn_d f?}r'ERISA—Emponee Retirement Income Security Act.PR—Partner.
g]ti{eytiﬁse will appear in material published in t e Executor. PRS_Partnership.

- F—Fiduciary. PTE—Prohibited Transaction Exemption.
A_lnd'v'duél' FC—Foreign Country. Pub. L—Public Law.
gﬂliﬁcgwelscence. FICA—Federal Insurance Contribution Act. REIT—Real Estate Investment Trust.
BE nB ! ?.a.' FISG—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BK_Beni ean: FPH—Foreign Personal Holding Company. Rev. Rul—Revenue Ruling.

—Bank. ) -
B.T.A—Board of Tax Appeals F.R—Federal Register. S—Subsidiary.

T.A— X .

C —iIndividual PP FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedral Rules.
C.B Cumula‘tive Bulletin FX—Foreign Corporation. Stat—Statutes at Large.
C;:R.—Code of Federal Re.gulations G.C.M—Chief Counsel's Memorandum. T—Target Corporation.
Cl—City ' GE—Grantee. T.C—Tax Court.
COOP—-Cooperative GP—General Partner. T.D—Treasury Decision.
Ct.D—Court Decision GR—Grantor. TFE—Transferee.
CY—County IC—Insurance Company. TFR—Transferor.
D—Decedent I.R.B—Internal Revenue Bulletin. T.I.R—Technical Information Release.
DC—Dummy Corporation. LE—Lessee. TP—Taxpayer.
DE—Donee. LP—Limited Partner. TR—Trust.
Del. Order—Delegation Order. LR—Lessor. TT—Trustee.
DISG—Domestic International Sales Corporation. M—Minor. U.S.C—United States Code.
DR—Donor. Nonacg—Nonacquiescence. X—Corporation.
E—Estate. O—Organization. Y—Corporation.
EE—Employee. P—Parent Corporation. Z—Corporation.
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